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Hongkong Electric Holdings Limited (HEH) is
the holding company of The Hongkong Electric
Company, Limited (HEC), Hongkong Electric
international Limited (HEl) and Associated
Technical Services Limited (ATS).

HEC is the main operating company of HEH.
Founded in 1888, HEC is responsible for the
generation, transmission and distribution of
power to Hong Kong Island and Lamma Island.

HEl was established in 1997 as the international
investment arm of HEH. It is a joint partner in
several power-related businesses in Australia
and the United Kingdom with Cheung Kong
infrastructure Holdings Limited.

ATS is a wholly-owned subsidiary of HEH. It was
established in 1975 as an engineering consultancy
firm serving the electricity supply industry.

HEH is listed on The Stock Exchange of Hong
Kong and is one of the 33 constituent shares of
the Hang Seng Index in Hong Kong.

On Lamma Istand, a new 800 kW wind turbine will
generate 1GWh of electricity a year. The German-built
equipment incorporates comprehensive safety features
and has a fall-safe shutdown system during typhoons.

Investigating this particular form of renewable energy is all
part of being at the forefront of energy-producing technology
and will provide invaluable information to assist our overseas
investment initiatives.

in addition, an education corner will be set up on site to
promote public understanding of wind power and other
forms of renewable energy.
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Financiat Highlights
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HKS million 2003 2002 2001 2000
Turnover 11,250 11,605 10,867 10,643
Profit attributable to shareholders 6,057 6,624 6,156 5,185
Dividends 3,650 3,650 3,479 3,233

Fixed assets 45,024 45,202 43,955 41,592

Shareholders’ funds 35,311 32,480 29,290 26,408

HK$
Earnings per share 2.84 3.10 2.88 2.45
Dividends per share 1.71 1.71 1.63 1.515
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| Chalrman’s Message

2004 was a year of challenges for our business in Hong Kong and opportunities overseas.

The local economy recovered favourably from the devastating effects of the oulbreak of

Severe Acute Respiratory Syndrome in 2003, and benefited from supportive measures such

as improved arrangements leading to the increase in Mainland visitors. The Company
recorded a new system maximum demand of 2,588 MW, an increase of 6.1% over 2003, and
attained the exceptional reliability of supply rating of 99.999%. 2 mark now achieved

continuously since 1997. However, during the year we faced major cost increzses beyond

our contral: the price of coal soared more than twe and a half times over 2003 levels; freight

charges tripled; and there was a substantial increase in Covernment rates. in addition,

electricity consumption did not match the increase in maximum dernznd and was lower than
expected, mainly due to unusually cool weatker during the second half cf the year. These

factors, together with the tariff freeze announced for 2004, resulted in our lecal business

earning less than the permitted return specified in the Scheme of Contrel Agreement.

Overseas. our operations in Australia continued to perform strongly, 2nd we extended our

international investment portfolio to the United Kingdom by acquiring 2 19.9% stake in

Nerth of Englanc Gas Distribution Network.

Results

The Group’s audited consolidated net profit after
tax for the year ended 31st December 2004 was
HK$6,280 million (2003:HK$6,057 mitlion), an
increase of 3.7%. This result included profits from
the Group’s overseas activities of HK$759 million
(2003 : HK$437 million).

Final Dividend

The Directors will recommend & final dividend of
HK$1.19 per share. This, together with the
interim dividend of 58 cents per share, will give a
total dividend of HK$1.77 per share for the year
(2003:HK$1.71).

Hong Kong Operations

In 2004, unforeseen increases in operating costs
fuelled by volatile coal and freight markets had a
significant impact on our business. At one paint in
the summer, coal prices, including freight charges,
rose to approximately US$72 per tonne from
approximately US$28 per tonne at the same time
in 2003. Although the Company was insulated
from the full effect of these increases by virtue

of several prudent longer term supply contracts

secured at favourable prices, a two-cent per unit
reduction in the Fuel Clause rebate went into effect
1st April 2004 to recover the increase in fuel costs
for the year. This was a pass through of actual cost
increases incurred in accordance with the Scheme
of Control Agreement.

The stronger local economy, coupled with hot and
humid weather towards the end of June, resulted
in a new system maximum demand of 2,588 MW,
an increase of 6.1% over the maximum demand of
2,440 MW in 2003. However, this increase in
maximum demand was not matched by electricity
consumption due to cooler weather experienced in
July and August. Total unit sales of electricity for
2004 were only 1.7% above 2003, and this, together
with a substantial increase in Government rates,
were the significant factors resuiting in earnings
below the permitted level specified in the Scheme
of Control Agreement.

The spike recorded in the maximum demand is &
timely reminder of the importance of making long
term investments in our electricity infrastructure well
in advance of demand growth, and is further evidence
that the target commissioning in 2006 of the new
L9 unit at Lamma Power Station is necessary.



Satisfactory progress continues to be made on this
project. The piling work for the first 300 MW power
unit was completed and superstructure works
commenced in-March 2004. Work on the Main
Station Building and the 275kV Switching Station is
on schedule and the manufacture of the power
block equipment is in progress.

As natural gas will be the fuel for our future power
units, a long term contract for the supply of natural
gas to Lamma was signed in Beijing in April 2004,
The first delivery of gas from the Guangdong LNG
Terminal, which is presently under construction in
Shenzhen, is targeted for mid-2006. The contract
for the supply and installation of a 93 km submarine
gas pipeline from Shenzhen to Lamma was awarded
in May 2004. Pipe laying work will cormmence in
early 2005. In addition, the contract for the supply
and installation of the gas receiving station was
awarded in December 2004.

The Company'’s long tradition of environmental
responsibility was recognised by the Pacific Basin
Economic Council (PBEC) in June when the Company
received a PBEC Environmental Award, the first time

that an electricity utility in the region has been honoured.

The Award commends our unigue approach to
eco-efficiency and sustainable development including
the installation of Flue Gas Desulphurisation and the
use of low Nitrogen Oxides (NOx) burners which

can respectively remove over 90% of sulphur
dioxide and reduce by two-third the concentration
of NOx in the flue gas.

As a result of the Company’s efforts to explore the
use of renewable energy in Hong Kong, our land
application for a wind turbine site on Lamma Island
was approved in November 2004. The contract for
the supply of an 800 kW wind turbine was awarded
in December 2004 to meet a commissioning target
in early 2006. The Lamma turbine is a first step and
as a pilot project, it will provide us with important
practical experience for the future.

The ongoing development and enhancement of our
distribution and transmission network continued
with a total of 47 new distribution substations being
commissioned in 2004, bringing the total number
of substations in service to 3,570. These, together

with new cabling totaling over 180 km, improved
our ability to transport electricity efficiently to our
customers’' homes and offices.

In 2004, we maintained our record of achieving a
supply reliability rating of 99.999%, a mark continuously
achieved since 1997 and which surpasses our
pledged service standard. All other service standards
were achieved or surpassed during the year, while
two were upgraded and a new one was added.

It was also another record year for the number of
commendations we received from our customers,
reflecting a high level of customer satisfaction.

Improving the well-being of the community continues
to be a prime objective and cur Hongkong Electric
Volunteers, a group of over 600 employees, donated
their time to help ordinary citizens and the Company
conducted several programmes to benefit the elderly
in particular.

We rolled out the Smart Power Campaign to
primary school students in late 2004 following the
Campaign’s success the year before. A series of
educational activities were specially designed for
young children to teach them the importance of
electricity and to help them develop the good habits
of using electricity smartly. Thousands of secondary
school students participated in the Campaign in
2004, and 38 schools also benefited from energy
audits provided by professional HEC staff.

Cverseas Business

Our operations in Australia continue to perform well.
Strong financial performance was achieved through
a combination of customer growth, increased
consumption, growth in non-electricity revenue

and productivity improvements within and across
the businesses. The reliability performance of the
distribution networks was excellent, with Powercor
and CitiPower achieving their best result ever.

In addition, under Australia’s new tax consolidation
rules, Powercor benefited from a one-off reduction
in its deferred tax liability, further enhancing its
financial resuits for 2004.

In Thailand, the shareholding arrangements in the
consortium formed to develop a 1,400 MW gas-
fired power plant were finalised in February 2004.




The Group is the largest foreign shareholder of the
Ratchaburi Power Company with a 25% interest
in the project. Financing is progressing and the
project is on schedule for commissioning in 2008.

In December 2004, we entered into an agreement
with Cheung Kong Infrastructure Holdings Ltd. (CKI)
to acquire a 19.9% stake in the North of England
Gas Distribution Network. This serves to extend

our successful partnership with CKIl to the United
Kingdom. Our substantial expertise in managing and
operating distribution networks under a regulated
environment in the electricity industry should help us
to succeed in the gas distribution business. We are
also confident that we can use this acquisition as a
platform from which we can make further investments
in Europe.

Associated Technical Services Limited, a wholly-
owned subsidiary of Hongkong Electric Holdings
Limited, secured three new consultancy projects in
2004 in Libya, the Philippines and Thaitand.

Qutlook

In Hong Kong, a strengthening economy gives us
cause for optimism in the medium term. However,
the coal and freight markets will continue to be
volatile and beyond our control. Nevertheless, we
will do our utmost to negotiate and fix the lowest
possible coal prices. We also remain steadfast in our
commitment to provide our consumers with reliable
electricity to satisfy current and future demand at
the lowest cost compatible with the terms of the
Scheme of Control Agreement with Government.

As regards the Iongér term, the Government has
recently embarked on the first phase of a public
consultation process designed to assist in the
formulation of a regulatory framewaork for the period
following the end of the current Scheme of Control
Agreement in December 2008. We welcome this
process and look forward to participating in a rational
discussion on the formulation of a framework which
will continue to balance appropriately the rights of
shareholders to a reasonable return on their long
term investments and the assets which they own,
with the demands by consumers for certainty of
connection and the highest levels of reliability required

for a world class financial centre compatible with
economic operating expenses and improving the
quality of our environment. We trust the consultation
process will give due credit to the proven achievements
of the existing Scheme of Control arrangement,
which in addition to appropriately balancing the
interests of consumers and investors, provides
Government with a mechanism to monitor capital
expenditure, operating costs and tariffs, and at

the same time ensuring adequacy and reliability of
supply and stringent environmental compliance.

Hong Kong consumers have enjoyed an exceptional
level of supply reliability for such a considerable
period of time that there is a danger that this is now
taken for granted. It should be recognized that any
dampening of investors’ appetite to continue to make
the substantial long term investment that underpins
this reliability would have far-reaching consequences
which, as experience from other parts of the world
has shown, would be very difficult and extremely
costly to rectify.

The relatively lower risk and predictable nature

of our overseas businesses provide support for
sustained profit growth. We will continue to leverage
on our existing resources and expertise to explore
new business opportunities and concentrate on
selected markets which offer stable returns with
manageable risks.

Guided by the Company’s Vision, Mission and Core
Values, our Directors and employees have maintained
exceptional supply reliability, improved customer
services and increased cost-effectiveness in daily
operations. Their commitment to hard work and
innovative solutions continues to reap benefits for
our customers and investors. For this | thank you all.

& s M

George C. Magnus
Chairman
Hong Kong, 10th March 2005
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George C. Magnus
Chairman

Canning Fok Kin-ning
Deputy Chairman

[ .

Tso Kai-sum
Group Managing Director

Andrew J. Hunter
Group Finance Director

George C. Magnus
Chairman

Aged 69. Appointed to the Board in 1985. He is the
Deputy Chairman of Cheung Kong (Holdings) Limited
{(“Cheung Kong'}, Executive Director of Hutchison
Whampoa Limited (“Hutchison”), Deputy Chairman

of Cheung Kong Infrastructure Holdings Limited
(“CKI"), and Director of Hyford Limited and Hutchison
International Limited, all being substantial shareholders
of the Company within the meaning of Part XV of the
Securities and Futures Qrdinance (“SFQ"), He holds
a Master’s degree in Economics.

Canning Fok Kin-ning
Deputy Chairman

Aged 53. Appointed to the Board in 1985. He is the
Group Managing Director of Hutchison, the Deputy
Chairman of CKl and a Director of Cheung Kong, all
being substantial shareholders of the Company within
the meaning of Part XV of the SFO. In addition, he is
the Chairman of Hutchison Telecommunications
International Limited, Hutchison Harbour Ring Limited,
Hutchison Telecommunications (Australia) Limited,
Hutchison Global Communications Holdings Limited
and Partner Communications Company Ltd., and the
Co-Chairman of Husky Energy nc.. He also acts as

a Director of Hutchison International Limited, a
substantial shareholder of the Company within the
meaning of Part XV of the SFO. He holds a Bachelor
of Arts degree and is a member of the Australian
Institute of Chartered Accountants.

Front row {from left to right)
Winnie Song

Wan Chi-tin

Gary Chang Chung-keung
Tso Kai-sum

Lilian Wong Lee-wah

Back row (from left to right)
Francis Cheng Cho-ying
Rupert Mak Poon-wing
Francis Lee Lan-yee

Yuen Sui-see

Cheung Nai-yik

Andrew J. Hunter

Mimi Yeung Yuk-chun

Tso Kai-sum
Group Managing Director

Aged 73. Appointed to the Board In 1985 and became
Group Managing Director in 1997. Mr. Tso worked
with the Hongkong Electric Group from 1966 tc 1981,
holding positions of Chief Project Engineer of The
Hongkong Electric Company, Limited and Executive
Director of Associated Technical Services Limited.

He is also an Executive Director of CKI, a substantial
shareholder of the Company. He has extensive
experience in the power industry and property
development. He holds a Bachelor of Science degree
in Engineering and is also a Chartered Engineer.

Andrew J. Hunter
Group Finance Director

Aged 48. Appointed to the Board in 1999, prior to
which he was Finance Director of the Hutchison
Property Group. He holds Master of Arts and Master
of Business Administration degrees and is a member
of the Institute of Chartered Accountants of Scotland.

Kam Hing-lam

Aged 58. Appointed to the Board in 1833, He is
President and CEO of CK Life Sciences Int*t., (Holdings)
Inc., the Deputy Managing Director of Cheung Kong,
an Executive Director of Hutchison and Group
Managing Director of CKI. Mr. Kam acts as a Director
of the substantial shareholders of the Company within
the meaning of Part XV of the SFO, namely Cheung
Kong, Hutchison, CKI, Hyford Limited, Interman

Development Inc., Monitor Equities S.A., Univast
Equity S.A., Venniton Development Inc. and
Hutchison International Limited. He holds a Bachelor
of Sclence degree in Engineering and a Master's
degree in Business Administration. Mr. Kam is an
uncle of Mr. Victor Li Tzar-kuoi, an Executive Director
of the Company.

Francis Lee Lan-yee
Director & General Manager (Enginsering)

Aged 64, Appointed to the Board in 1997. Having
served the Group for over 30 years in various
capacities, Mr. Lee is presently responsible for all the
engineering activities of the Group, including the
development and operation of power generation,
transmission and distribution systems. He is a
Chartered Engineer and a Fellow of the Institute of
Mechanical Engineers in Hong Kong and the

United Kingdom.

Victor Li Tzar-kuoi

Aged 40. Appointed to the Board in 1994. He is the
Managing Director and Deputy Chairman of Cheung
Kong, the Chairman of CKl and CK Life Sciences Int'l.,
(Holdings) Inc., Deputy Chairman of Hutchison, the
Co-Chairman of Husky Energy Inc. and a Director of
The Hongkeng and Shanghai Banking Corporation
Limited. Mr. Victor Li serves as a member of the
Standing Committee of the 10th National Committee
of the Chinese People's Political Consuitative
Conference. He is also @ member of the Commission
on Strategic Development and the Economic




Kam Hing-fam
Executive Director
(Engineering)

Fancis Lee Lan-yee
Director & General Manager

Victor Li Tzar-kuoi
Executive Director

Frank John Sixt
Executive Director

and Employment Council of the Hong Kong Special
Administrative Region. Mr. Li acts as a Director of the
substantial shareholders of the Company within the
meaning of Part XV of the SFO, namely Cheung Keng,
Hutchison, CKI, Hyford Limited and Hutchison
International Limited. He holds a Bachelor of Science
degree in Civil Engineering and a Master of Science dagree
in Structural Engineering. Mr. Li is a nephew of Mr. Kam
Hing-fam, an Executive Director of the Company.

Frank John Sixt

Aged 53. Appointed to the Board in 1998. He is Group
Finance Director of Hutchison, the Chairman of TOM
Group Limited and TOM Online inc. and an Executive
Director of CKI and Hutchison Global Communications
Holdings Limited. He is also a Director of Cheung Kong,
Hutchison Telecommunications International Limited,
Hutchison Telecommiunications {Australia) Limited,
Partner Communications Company Ltd. and Husky
Energy Inc.. Mr. Sixt acts as a Director of the substantial
shareholders of the Company within the meaning of
Part XV of the SFO, namelyCheung Kong, Hutchison,
CKI, Li Ka-Shing Unity Trustcorp Limited, Li Ka-Shing
Unity Trustee Company Limited. Ui Ka-Shing Unity
Trustee Corporation Limited, Hutchison Internationat
Limited and Hutchison Infrastructure Holdings

Limited. Mr. Sixt holds a Master’s degree in Arts and a
Bachelor's degree in Civil Law, and is a member of the
Bar and of the Law Society of the Provinces of Quebec
and Ontario, Canada.

Ronald Joseph Arculli

Aged 66. Appointed to the Board in 1987. He is a
practising solicitor. Mr. Arculli has served on the Legislative
Council from 1988 to 2000. He has a distinguished
record of public service on numerous government
committees and advisory bodies. He holds a number of
directorships in listed companies in Hong Kong.

Susan M.F. Chow

Aged 51. Appointed to the Board in 1996. She is the
Deputy Group Managing Director of Hutchison and an
Executive Director of CKI, Hutchison Harbour Ring
Limited and Hutchison Global Communications
Holdings Limited. She is also a Director of Hutchison
Telecommunications International Limited, Partner
Communications Company Ltd. and TOM Group
Limited. She acts as a Director of the substantial
shareholders of the Company within the meaning of
Part XV of the SFO, namely Hutchison, CKI, Interman
Development Inc., Monitor Equities S.A., Univest
Equity S.A., Venniton Development inc., Hutchison
International Limited and Hutchison Infrastructure
Holdings Limited. She is a solicitor of the High Court of
the Hong Kong Special Administrative Region and

the Supreme Court of England and Wales. She holds
a Bachelor's degree in Business Administration.

Ewan Yee Lup-yuen

Aged 66. Joined the Group in 1967 and appointed
to the Board in 1982. He was Managing Director
from 1987 to 1998. He is a Fellow of the Institute of
Electrical Engineers in the United Kingdem and

a Chartered Engineer.

Holger Kluge*

Aged 63. Appointed to the Board in 1993, He was
formerty President of Personal and Commercial Bank,
CIBC, one of the largest financial services institutions
in North America. He is an Independent Non-executive
Director of Hutchison, a substantial shareholder of the
Company within the meaning of Part XV of the SFC.
He is also a Director of Loring Ward International Inc.,
Husky Energy Inc., Hutchison Telecommunications
(Australia) Limited and TOM Group Limited. He holds a
Bachelor of Commerce degree and a Master's degree
in Business Administration.

Ralph Raymond Shea*

Aged 71. Appointed to the Board in 1985. He is

a solicitor of the Supreme Court of England and of
Hong Kong.

Wong Chung-hin*

Aged 71, Appointed to the Board in 1985. He is
a Director of Hutchison and The Bank of East Asia,
Limited.

* Independent Non-executive Director

Gary Chang Chung-keung

Aged 58, General Manager (Management Services), has been with the

Wan Chi-tin

Aged 54, General Manager (Corporate Development), has been with the Group

Group since August 1970. Mr. Chang holds a Bachelor’s degree in
Electrical Engineering and is a Fellow of the Hong Kong Institution of
Engineers.

since May 1978. Mr. Wan holds a Bachelor of Science degree in Electrical
Engineering and is also a Chartered Engineer. He is a Fellow of the institute
of Electrical Engineers in the United Kingdom and a Fellow of the Hong Kong

. . Institution of Engineers. :
Francis Cheng Cho-ying

Aged 48, Chief Engineer (Generation), has been with the Group since Lillian Wong Lee-wah

August 1878. Mr, Cheng has worked in the Technical Services, Operations
and Maintenance Departments of the Generation Divislon before his
pramotion to the present position. He holds a Bachelor's degree in Chemistry
and is a Fellow of the Royal Society of Chemistry in the United Kingdom.

Aged 50, Company Secretary, has been with the Group since June 1887,
Ms. Wong has over 19 years of experience in company secretarial practice.
She is a Fellow of the Institute of Chartered Secretaries and Administrators in
the United Kingdom and the Hong Kong Institute of Company Secretaries.

Cheung Nai-yik Mimi Yeung Yuk-chun

Aged 61, Chief Engineer (Projects), has been with the Group since
Novemnber 1978, Mr. Cheung is a Chartered Engineer and holds a Masters
degree in Business Administration.

Aged 41, General Manager (Public Affairs), has been with the Group since July
2003. Ms. Yeung has over 19 years of experience in journalism and corporate
communications. She holds a Bachelor of Arts degree and a Master's degree

. in Public Administration.
Rupert Mak Poon-wing

Yuen Sui-see

Aged 54, Chief Engineer (Transmission & Distribution), has been with the Group
since May 1986. Mr. Yuen has over 30 years of experience in the transmission

Aged 57, Director and General Manager of Hongkong Electric International,
has been with the Group since June 1997. Mr. Mak holds a Ph.D and a
Bachelor of Science degree in Mechanical Engineering and is a Chartered

Engineer. and distribution of electricity. He holds a Bachelor of Science degree and
L a Master of Science degree in Engineering. He is a Chartered Engineer in the
Winnie Song United Kingdom, a Registered Professional Engineer in Hong Kong and a Fellow

Aged 50, General Manager {Human Resources), has been with the Group of the Hong Kong Institution of Engineers.

since January 2002. Ms. Song has over 24 years of experience in human
resources management. She holds a Bachelor's degree in Human Resources
Management and a Master's degree in Business Administration.




Maintaining high standards of corporate
governance in everything we do

Sound corporate governance practices are crucial
10 the smooth, effective and transparent operation
of a company and its ability to attract investment,
protect the rights of shareholders and stakeholders,
and enhance shareholder value. Hongkong Electric
is committed to the highest standards of corporate
governance in its day-to-day operations.

In 2004, the Company continued to comply with the
Code of Best Practices, as set out in Appendix 14
of the Main Board Listing Rules issued by The Stock
Exchange of Hong Kong Limited.

Board of Directors

The Board of Directors, which meets formally at
least four times a year, is made up of 14 individuals
who have distinguished themselves in their field

of expertise, and have exhibited high standards of
personal and professional ethics and integrity.

The Executive Committee of the Board, comprising
the Chairman, Deputy Chairman, Group Managing
Director and the Executive Directors, meets formally
at least monthly to review and discuss management
reports on the performance of the Company,
current plans and long term opportunities, and any
other issues of immediate concern.

The Executive Directors are responsible for
the day-to-day management of the Company’s
operations. These Directors conduct regular
meetings with the senior management of the
Company and its subsidiary and associated
companies, at which operational issues and
financial performance are evaluated.

The Company views well-developed and timely
reporting systems and internal controls as
essential, and the Board of Directors plays a
key role in the implementation and monitoring of
internal financial controls.

Responsibilities of the Board of Directors

In the course of discharging their duties, the Board
acts in good faith, with due diligence and care,
and in the best interests of the Company and its
shareholders. Their responsibilities include:

* Regular board mestings focusing on business
strategy, operational issues and financial
performance.

¢ Active participation on the Boards of subsidiary
and assoclated companies.

Approval of annual budgets for each operating
company covering strategy, financial and
business performance, key risks and oppcrtunities.

Monitoring the guality, timeliness, relevance and
reliability of internal and external reporting.

Manitoring and managing potential conflicts

of interest of management, board members and
shareholders, including misuse of corporate
assets and abuse in related party transactions.

Ensuring processes are in place to maintain
the overall integrity of the Company, including
the financial statements, relationships with
suppliers, customers and other stakeholders,
and compliance with all laws and ethics.

To enable the Company’s Directors to mest their
obligations, an appropriate organisational structure
is in place with clearly defined responsibilities and
limits of authority.

Board Committees

A number of Board Committees have been
established by the Board to help with the discharge
of its responsibilities.




Audit Committee

The Company’s Audit Committee is composed of
three independent Non-executive Directors and

a Non-executive Director. It reports directly to the
Board of Directors and reviews matters within the
scope of audit, such as financial statements and
internal controls, to protect the interests of the
Company’s shareholders.

The Audit Committee meets regularly with the
Company's external auditors to discuss the audit
process and accounting issues, and reviews

the effectiveness of internal controls and risk
evaluation. The written terms of reference which
describes the authority and duties of the Audit
Committee are regularly reviewed and updated by
the Board.

Remuneration Commitiee

The Company's Remuneration Committee was
established on 1st January 2005 and is composed
of two independent Non-executive Directors.

The Remuneration Committee’s responsibilities are
to review and consider the Company's policy for
remuneration of Directors and senior management,
to determine the remuneration packages of
Executive Directors and senior management
including benefits in kind, pension rights and
compensation payments, and to recommend to the
Board the remuneration of Non-executive Directors.

Internal Control

The Group places great importance on internal
control and risk management. The Board of
Directors is responsible for establishing and
maintaining adequate internal control over financial
reporting for the Company and assessing the
overall effectiveness of those internal controls.

The Group encourages a risk aware and control
conscious environment throughout the Company.
The Board, éither directly or through its committees,
sets objectives, performance targets and policies
for management of key risks facing the Group.
These include strategic planning, political and
regulatory, acquisitions, investments, expenditure
control, treasury, environment, health and safety,
and customer service.

Shareholder Communication

The objective of Hongkong Electric's shareholder
communication is to provide our shareholders
with detailed information about the Company so
they can exercise their rights as shareholders in an
informed manner.

The Company uses a range of communication tools
to ensure its shareholders are kept well informed

of key business imperatives. These include the
Annual General Mesting, the annual report, various
notices, announcements and circulars, and the
Company's website: http://www.hec.com.hk.




As certain as Christmas comes in
December, Hongkong Electric is
always there with reliable electric
power that brings light to children’s
yes and brightens the city’s spirits.
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Generation

Improving quality, productivity and reliability were
key objectives of the Generation Division of
Hongkong Electric in 2004. We also continued to
reduce costs and exceed international standards
for safety and environmental management. We are
pleased to report that we met or exceeded our
targets during the year.

Hong Kong's position as a world-class city is very
much dependent on its ability to generate reliable
electricity 24 hours a day. Reliability of the generating
units at Lamma Power Station is key to achieving
this, and religbility during the critical peak load
season was 100%, reflecting a committed and
diligent workforce together with the requisite
long-term planning.

Securing affordable coal to meet our generation
requirements was a significant challenge in 2004
due to volatile coal and freight markets. The
average price of coal increased significantly over
2003, although the Company was insulated from
the full effect of this increase by virtue of several
longer-term supply contracts secured at favourable
prices. During 2004, over 4.2 million metric tonnes
of coal were consumed. The tight coal and freight
markets are anticipated to continue into 2005.

An alternative to coal is natural gas. In April 2004,
a long-term contract was entered into for the
supply of natural gas to fuel our future power units
at Lamma Power Station. The first delivery of gas
is targeted for mid-2008. It will be transported to
Lamma via a 83 km submarine gas-pipeline from
the Guangdong LNG Terminal, which is presently
under construction in Shenzhen. The contract

for the supply and installation of the pipeline was
awarded in May 2004, and pipe-laying work will
commence in early 2005. In addition, the contract
for the supply and installation of the gas receiving
station at Lamma was awarded in December 2004,

Another alternative to coal is wind power. In
2004, we took a first step towards the use of this
new source of renewable energy in Hong Kong

Employing the latest
methods of laying
underwater cable,

in this case across
the East Lamma
Channel to Cyberport,
is all part of our
engineering planning
to meet our
customers’ needs.

when the contract for the supply of an 800 kW

wind turbine on Lamma Island was awarded. The
commissioning target is early 2006.

Progress on the Lamma Power Station Extension
continued smoothly. The piling works was completed
and the superstructure works commenced in March
2004, and the construction of the Main Station
Building and the 275 kV Switching Station are both
on schedule. The commissioning of Unit L2, which
is a 300 MW class gas-fired combined-cycle unit, is
targeted for mid 2006. This will enhance our current
total installed capacity of 3,420 MW and help us to

meet increasing demand, as seen during this summer

when we recorded a new system maximum demand

of 2,588 MW, an increase of 6.1% over 2003, As Unit

L9 will run as a base-load unit, this will help to reduce

emissions by reducing reliance on the coal plants.

The Generation Division was recrganized in 2004
to reduce employee cost. Headcount in general
continued to fall due to natural wastage, while
trainees were recruited at all levels to maintain our
core competencies.

The Plant Ownership Scheme, which seeks to
empower staff by making them responsible for plant
performance, was increased by five in 2004 tc 23
plant areas. Through the Scheme we are able to
further improve reliability of our equipment and
reduce operation and maintenance costs.

Significant cost savings were made in 2004 by
enhancing the reliability and productivity of our
operations through ongoing refurbishment and
maintenance projects.






Transmission and Distribution

2004 was a very successful year for the Transmission
and Distribution Division (T&D). We achieved or
surpassed world-class service standards and
performance indicators, while enhancing reliability,
power quality, productivity, health, safety, and
environmental protection. Most importantly, we
surpassed our pledged service standard for supply
reliabllity, achieving in excess of 99.999%, a record
that has been maintained continuously since 1997.

With the adverse effects of SARS behind us and

a recovering economy in 2004, sales for the year
increased by 1.7% over 20083. Of the 10,593 Million
kWh of electricity sold, commercial sales made up
73.5%, domestic sales represented 22.0% and
industrial sales were 4.5%. In terms of productivity,
our operating cost per kWh reached its lowest level
in ten years.

Enhancing Our World-Class Supply
Network

Maintaining a reliable transmission and distribution
network is vital to Hong Kong's continuing growth
and prosperity. In 2004, we continued to review,
improve and refurbish the transmission and
distribution system to meet customer demand.
Proactive measures have also been taken to guard
against the major blackouts that have occurred in
other parts of the world. 10 birpuits of 132 kV cable
were overlaid and Commissibned, and we

commissioned 47 new 11 kV distrlbution substations,

bringing the total number of distribution substations
10 3,570. We also laid 15.5 km of 22 KV cadle,
44.5 km of 11 kV cable, and 36.6 km of LV cable
for new supply and system reinforcement.

Excellent Power Quality Performance

Ensuring exceptional power quality performance is
also a critical aspect of electricity supply. In 2004,
we continued to monitor LV voltage dips caused
by HV faults and compile statistics to reflect and
monitor the power gquality performance of the
Company in terms of system frequency, supply
voltage regulation and voltage dips. We achieved
excellent results in 2004,

Loss Prevention and Reliability Review

As pledged in 2003, T&D launched a comprehensive
Loss Prevention and Reliability Review in 2004 to
improve reliability and operational safety yet further.
Sixteen work groups were formed to conduct a
review on various parts of the transmission and
distribution systems, including checking compliance
with the relevant standards, codes and practices.
A total of 147 recommendations were made to
further improve the system and they are being
implemented according to priority.

| Productivity 1995-2004
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Customer Service

As a customer-focused and service-oriented
company, Hongkong Electric is dedicated to
providing high quality services for our customers.
During 2004, we continued our mission 1o serve
our customers with courtesy and integrity, and
successfully implemented a number of new service
initiatives. First and foremost, we achieved or
surpassed all of our pledged Customer Service
Standards in 2004, while upgrading two and
expanding one. Our actual results often exceeded
the service standard, as demonstrated by our
emergency services - the average arrival time,

for example, to an urban area in response to an
emergency call was only 19 minutes, far better
than our service pledge of “less than 28 minutes”;
the average waiting time for telephone calls to our
Customer Emergency Services Centre was only

3 seconds, well below our service target of “less
than 9 seconds”.

From July 2004, we extended the service hours of
our Customer Centre and Call Centre to Sundays
(except festival Sundays) to provide maximum
convenience for our customers.

For the fourth consecutive year, we achieved a
record number of unsolicited commendations from
customers, with a total of 979 in 2004. This reflected
a high leve! of customer satisfaction.

A Web of Success

Being able to communicate quickly and efficiently
with our customers is of great importance to

the Company. One vital channel is our corporate
website, which continues to be enhanced and
upgraded for the benefit of our customers.

In July 2004, a programme to revamp the website
commenced to improve the design and enrich the
content. In the meantime, we introduced helpful
sections to enhance the scope of our web services

EBusiness Review

such as “Moving Guide”, “Setting Up Business in
Hong Kong” and a “Buying Guide for Domestic
Electrical Appliances”.

In recognition of our care for the visually impaired,
we again received a Web Care Award from the
Internet Professionals Associaticn. We won in this
very demanding category due to the ease of access

to our site and its user-friendly features.

Our customer
service people take
great pride in the
way we achieve or
surpass our pledged
service standards.

Written Commendation Statistics 1995-2004

1,000

900
800

300

200 :
100
0




T
TR o

s

3

e

(&

£

(@)

i

[ :
EE

2 ¢

O, ¢ 4)

g .9 =

!




Training Our People

As a reliable provider of power to Hong Kong,
Hongkong Electric relies on the power of its people.
Qur employees are undoubtedly the brightest lights
in our electricity infrastructure. The Company in
turn continuously supports our people so they can
do their jobs efficiently and safely.

Training is an essential part of both operational
efficiency and career development. The Company
continues 1o invest in its people by organising
training seminars, workshops and on-the-job
training exercises in such areas as quality control,
safety and computing skills. In 2004, Generation
and T&D dedicated more than 60,900 and 16,600
man-hours respectively in training to improve our
talent base.

A Craft Apprentice (Electrical) was selected by
the Voocational Training Council as one of the ten
outstanding craft apprentices of Hong Kong

in 2004. He was awarded a free experience-
exchange tour to Shanghai in April 2005. This

is the second consecutive year our staff have
received such an award.

A “Safety First” Culture

In 2004, the Company posted an excellent safety
record. Training, safety promotion and rigorous
supervision help to improve safety performance.
We also conducted various risk assessments on a
regular basis and reviewed all Job Safety Analyses
over the last two years.

also awarded a Gold Award for Safety Promotion
and a Silver Award for Safety Technological
Achievement in the prestigious 2004 Occupational
Safety & Health Award Competition. This is the 6th
consecutive year that we have won prestigious
awards in this competition.

Staff Activities

From The Community Chest's Walks for Millions,

to Oxfam’s Trailwalker, to the Asia Tsunami Disaster
Appeal, our staff continued to participate in many
fund-raising events with the Company’s encouragement
and support. A number of social and recreational
activities filled the calendar, including a variety of
inter-hong and inter-departmental sports competitions.

The Company won the Utilities / Transport Trophy

for the fifth consecutive year in the 24-hour Hong
Kong Grand Prix Round Table Pedal 2004, as well
as trophies for the Formula 2000 Division and Most
Reliable Kart. Over HK$230,000 was raised for
charity, which is a Company record for this event.

Hongkong Electric
karters came first
in both events -
Pedal Kart 2004’s
Transport & Utilities
Division and the
5th Solar Cart
Race’s Advanced
Team Division.

In preparation for the use of natural gas in the
Lamma Extension, a Natural Gas Safety Team
was set up in April 2004. Various policies and
procedures were drafted and training plans have
been prepared.

The Company participated in several safety quizzes
and health and safety award competitions. We won
the Silver Award in the first-ever Beijing-Hong Kong
Safety Quiz 2004; we earned the Plate Champion
and 2nd Runner-up honours in the annual
Occupational Safety & Health Quiz; and we were
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Corporate Citizenship

Being a responsible and caring corporate citizen is
a role Hongkong Electric embraces with commitment
and enthusiasm.

Protecting the Environment

Hongkong Electric is constantly vigilant in upholding
its responsibility to protect and preserve the
environment of Hong Kong. We have made and
continue to make substantial investments to
minimise any impact our operations may have on
the environment.

In 2004, the Lamma Power Station continued to
improve its environmental performance through
the implementation of the Lamma Environmental
Management System. Some of our achievements
included re-using over 130,000 m3 of wastewater
and collected rainwater to reduce the consumption
of mains water, and re-using about 36,000 litres of
retired oil as a substitute for new lubricating oil.

The Company’s long tradition of environmental
responsibility was recognised by the Pacific Basin
Economic Council (PBEC) in June when the Company
received a PBEC Environmental Award, the first time
that an electricity utility in the region has been
honoured. The Award commends our unique approach
o eco-efficiency and sustainable development.

Green Power and a Green Message

One of the most exciting developments in 2004
was receiving the go-ahead for Hong Kong's first
commercial-scale wind turbine, which reaffirms the
Company's commitment to developing renewable
energy. Located on Lamma Island, the 800 kW
wind turbine is expected to generate 1 GWh of
electricity a year once it is commissioned in early
2008. We will also set up an education corner at
the site to promote public understanding of wind
power and other forms of renewable energy.

Launched in 2003 to promote energy efficiency
among secondary school students, our “Smart
Power Campaign” continued to spread its influence
in 2004 with a Creativity Award Competition aimed
at recognising interesting and educational ideas

to improve energy efficiency. More than 1,700
submissions from secondary school students were
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received. Building on the success of the Campaign
in 2004, we plan a new round of Smart Power
activities in 2005 targeting primary school students.

Hongkong Electric has been a keen supporter of
green activities. We continued to be the title sponsor
of the annual “Clean Up the World in Hong Kong
Campaign” organised by Green Power. More than
100 staff and their families gathered to clean
Aberdeen Country Park.

Caring for the Community

The Company helped to raise or donate millions of
dollars to community, environmental and professional
bodies in 2004. We received The Community Chest’s
President’s Award for our support of “Corporate
and Employee Contribution Programme”, “Walks for
Millions”, “Dress Casual Day” and other activities.

The Hongkong Electric Volunteers, a group of

over 600 employees led by a very active Steering
Committee, bocsted their community service in
2004 through two major programmes to benefit
the elderly. One provided monthly electrical
inspections for elderly families to check and replace
any sub-standard wirings, plugs and sockets. The
other programme was jointly organised with the
Christian Family Service Centre to promote the use
of music therapy to benefit the mental and physical
health of the elderly.

Celebrating its 15th year of giving, The Hongkong
Electric Centenary Trust once again provided
financial assistance to secondary school students
and the elderly. In 2004, we awarded 170 scholarships
worth HK$340,000 and dispersed over HK$420,000
to organisations providing services to the elderly.

We continued 1o receive the Caring Company Award
from the Hong Kong Council of Social Service in
recognition of our community involvement.

Our staff always
show great
care for the
environment.
More than 100
HEC staff and
their families
volunteered to
clean up the

-, Aberdeen

B Country Park.
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Powercor
Australia Limited
is the State

of Victoria's
largest electricity
distributor.

International Investments

Hongkong Electric Holdings Limited (HEH) seeks
prudent overseas investment opportunities that
offer a high degree of earnings predictability at
acceptable levels of risk. In order to capitalise on
our technical expertise, we focus on the areas of
power generation, transmission and distfibution.

North of England Gas Distribution Network

In December 2004, HEH entered into an agreement
with Cheung Kong Infrastructure Holdings Ltd. (CKI)
to acquire a 19.9% stake in the North of England
Gas Distribution Network (NEG). Serving a total
population of 8.7 million, NEG is one of the eignt major
gas distribution networks in the United Kingdom.
Its network extends south from the Scottish border
to South Yorkshire, containing a mixture of large
cities (Newcastle, Middlesborough and Leeds) and
a significant rural area. It comprises approximately
36,000 km of distribution gas mains, with a total
gas demand of 94 Twh,

By acquiring a stake in NEG, we are able to extend
our successful partnership with CKl to the United
Kingdom. Also we are confident that this acquisition
can provide a platform from which we can make
further investments in Europe.

ETSA Utilities, Australia

ETSA Utilities is the sole electricity distributor in
the State of Scuth Australia, serving over 765,000
customers. It was acquired in January 2000 in
equal partnership with CKI.

ETSA achieved excellent financial and operational
performance in 2004 with EBITDA of A$444 million.
The business exceeded key financial and customer
service targets, maintained its outstanding safety
performance and continued to improve on key
employee commitment measures. Importantly,
supply reliability improved over the previous year.

Powercor Australia Limited

Powercor Australia is the State of Victoria's largest
electricity distributor, with a network covering
around 66% of the State and over 637,000
premises. It is also jointly owned by HEH and CKI,
having been acquired in September 2000.

Powercor's financial performance for 2004 was very
strong with EBITDA of A$400 million. That represented
10% growth for the second consecutive year.

This strong performance was achieved through a
combination of strong customer and revenue growth,
growth in non-electricity revenue, and the ongoing
focus on improving productivity within the business.
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ETSA plays its
part in making
Adelaide sparkle.

Over 17,000 new customer connections were made
in 2004 and we recorded our best-ever result in
supply reliability, which was 58% better than the
regulatory target. Customer satisfaction reached a
6-year high.

CitiPower | Pty Ltd, Australia

CitiPower has been jointly owned by HEH and CKI
since 2002. Last year, it continued to be the most
reliable distribution network in Australia, delivering
electricity to around 280,000 premises across
Melbourne's densely populated central business
district and inner suburbs.

2004 was another year of strong financial performance
for CitiPower, with EBITDA at A$176 million.

In terms of customer service, CitiPower recorded
its best-ever result for supply reliability, which was
41% better than the regulatory target.

Ratchaburi Power Company Limited,
Thailand

As the largest foreign shareholder, HEH has a 25%
interest in the Ratchaburi Power Company, which
is contracted to build and operate a 1,400 MW

gas-fired power plant in Thailand. Under a Power
Purchase Agreement, the Electricity Generating
Authority of Thailand is obligated to acquire the
entire output of the power station for 25 years.

The shareholding arrangements in the consortium
were finalised in February 2004. Financing is
progressing and the project is on schedule for
commissioning in 2008.

Associated Technical Services Limited (ATS)

Associated Technical Services Limited (ATS) is a
wholly-owned subsidiary of HEH specialising in a
full range of professional consultancy and engineering
services in Hong Kong and overseas. In 2004, we
secured three new overseas consultancy projects

in Libya, the Philippines and Thailand, and secured
six projects in Hong Kong.
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Commentary on variances in the Consolidated Profit and Loss Account and Balance Sheet

Increase/

Consolidated Profit 2004 2003 (Decrease)

and Loss Account HK$M HK$M HK$M %  Commentary

Turnover 11,250 157 1.4 This increase is mainly due to
an increase in electricity sales in
Hong Kong.

Other Revenue and 1,283 (845) -26.9  This decrease is mainly due to a

Net Income net gain on disposal of fixed assets
recorded in 2003, but partly offset
by an increase in income from our
Australian investments.

Direct and Other 4,493 266 5.9  This increase is mainly due to an

Operating Costs increase in Government rent and rates,
and depreciation charges.

Finance Costs 646 (77) -11.9  This decrease is due to a reduction of
Group's external borrowings and lower
interest rates.

Share of Results of 241 73 30.3 Thisincrease is mainly due to

Associates the strong performance of our
Australian businesses.

Income Tax 1,711 (660) -38.8 A one-off increase in deferred tax
provision was recorded in 2003
due to a change in Hong Kong tax
rates, and a one-off reduction in
deferred tax provision was recorded
in 2004 due to a change in tax rules
in Australia.

Scheme of Control 133 (133) —  The Scheme of Controf (*SOC”)

Transfers Transfers are calculated in accordance
with the SOC Agreement.

Profit Attributable to |

Shareholders i

- Local Activities 5,620 (99) -1.8  This decrease results from an increase
in Government rent and rates and a
net gain on disposal of fixed assets
recorded in 2003, partly offset by an
increase in sales of electricity and
lower tax charges and provisions.

- Overseas Activities 437 322 73.7  This increase reflects good growth
within the Group’s Australian
businesses and lower tax provisions.

Profit Attributable to 6,280 6,057 223 3.7

Shareholders - Total
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Increase/

|
|

|
|

Consolidated 2004 2003 (Decrease)
Balance Sheet HK$M HK$M HKS$M % Commentary
i Fixed Assets 45,024 252 0.6  The Group’s capital expend|ture for the
‘ year amounted to HK$2,246 million,
! invested principally in generation,
| transmission and distribution assets.
| Depreciation charges for the year
“ were HK$1,948 milion. Total disposals
of fixed assets amounted to HK$46
m||||on (net book value)
" Interest in 773 9.2 ThlS increase is mann\y due to profit
Associates : retained in our Australian asscciates and
a strengthenmg of the Austrahan dollar.
_ Other Assets 1, 230 37.7  This increase is mainly due to an 1
increase in bank balances and other
||qu1d funds and inventories.
! Bank Loans and 18 599 (602) -4.4  This decrease is mainly due toa
- Other Borrowings reduction in financing requirements for
our local busmess
' Current and 5, 406 60 1.1 Thisincrease is mamly due to an
Deferred Taxation | increase in assessable profits and less
; prov18|onal Hong Kong proﬂts tax paid. |
Other Liabilities ‘ 7 2,391 257 10.7  This increase is mamly due to an
increase of accruals for capital
= expenditure and inventories.
Rate Reduction g 5 (5) -
Reserve and g
- Development Fund
Net Assets lé : 35,311 2,545 7.2
g !
H A
Net Loss Not (85) Exchange differences arising on the
Recognised in Profit translation of the Group's investment in
and Loss Account overseas’ subsidiaries and associates,
which were debited directly to reserves.
Dividends Paid (3,650) Previous year’s final dividend and
‘ x / current year’s interim dividend, which
| | were approved and paid during the year.
§ i
Profit Attributable to 6,280
Shareholders '




Capital Expenditure, Liquidity, Financial Resources and Gearing Ratio

Capital expenditure during the year amounted to HK$2,246 million, which was primarily funded by cash from
operations. As at 31st December 2004, total external borrowings were HK$12,997 million (2003 : HK$13,599
million), comprising unsecured bank loans, unsecured deferred creditors and debt securities in issue.

In addition, the Group has undrawn committed bank facilities of HK$5,376 million (2003 : HK$3,443 million).
Gearing ratio (net debt/shareholders’ funds) at 31st December 2004 was 31% (2003 : 37%).

Treasury Policies, Financing Activities and Capital Structure

We finance our operations and business expansion by a combination of internal resources, bank borrowings
and debt issuance. 1t is our policy to ensure that committed facilities are available for refinancing and business
growth. In addition, currency and interest risks are actively managed on a conservative basis.

Capitelising on the liquidity in the loan and debt markets, The Hongkong Electric Company, Limited, through
its subsidiary Hongkong Electric Finance Limited, issued in November 2004, HK$500 million fixed rate notes
due 2014 out of the Medium Term Note Programme established in 2002. In December 2004, The Hongkong
Electric Company, Limited again successfully arranged a HK$3,000 million 7-year dual tranche term loan
faclility at very attractive margin, setting a new benchmark for our funding cost.

As at 31st December 2004, external borrowings of the Group amounted to HK$12,997 million with the
following profile, after taking into account currency and interest rate swaps:

By Currency By Maturity

12% @ Within 1 Year
! 76% @ Between 2105 Years
12% @ Beyond 5 Years

46% @ Hong Kong Dollars
54% @ Australian Dollars

By Structure By Interest Rate Structure

71% @ Bank Loans 2

23% @ Capital Market Instruments
6% @ Suppliers’ Credits

83% @ Fixed or Capped Rate
17% @ Floating Rate




It is our treasury policy not to engage in speculative transactions. Derivative financial instruments are used
primarily for managing interest rate and foreign currency risks. Foreign currency transaction exposure is
managded, utilising forward contracts and interest rate and currency swaps. As at 31st December 2004, over
90% of the Group's transaction exposure was either hedged or denominated in Hong Kong or US dollars.
Currency exposure arising from overseas investments is hedged by arranging comparable level of borrowings
in the same currency as the underlying investments. The Group’s policy is to maintain a substantial portion of
its debt in fixed or capped rate. Interest rate risk is managed by either securing fixed or floating rate borrowings
or by using interest rate swaps and caps. The contractual notional amounts of derivative instruments
outstanding at 31st December 2004 amounted to HK$20,598 million (2003 : HK$21,394 million) equivalent.

! Dff-balance Shéet Financial Instruments

10% @ Cross Currency & Interest Rate Swaps
72% @ Interest Rate Swaps & Caps
1% O Forward Rate Agresments

17% O Foreign Exchange Forward Contracts

Contingent Liabilities

As at 31st December 2004, the Company has issued guarantees in respect of development security of an
associate amounting to HK$35 million (2003 : HK$36 mitlion).

The Company has given guarantees and indemnities in respect of bank and other borrowing facilities available
to subsidiaries and financial commitments of subsidiaries totaling HK$11,136 million (2003 : HK$11,227 million)
equivalent. Out of this amount, HK$9,238 million, while being a contingent liability of the Company, is reflected
in the Consclidated Balance Sheet of the Group.

During the year, the Company has agreed to assume the undertaking given to the banks in connection with
certain finance facilities of gas distribution networks up to a maximum of HK$45 million.

A wholly-owned subsidiary of the Company, The Hongkong Electric Company, Limited, has given guarantees
to third parties in respect of a loan scheme for electricity charges of HK$1 million (2003 : HK$5 million) and
the value of leased equipment of HK$210 million (2003 : HK$210 million) at expiry of the lease.

Employees

The Group continues its policy of pay by performance and market pay rates are monitored constantly to
ensure competitiveness is maintained. The Group’s total remuneration costs for the year ended

31st December 2004, excluding directors’ emoluments, amounted to HK$345 million (2003: HK$1,034 million).
As at 31st December 2004, the Group employed 2,045 (2003: 2,117) permanent staff. No share option
scheme is in operation.

Apart from well-established training schemes for university graduates, trainee technicians and apprentices,
the Group also provides training for staff in language, computer knowledge, and the latest technology relevant
to our industry as well as numerous job-related courses to enhance other more general skills and knowledge
of our employees.
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{Expressed in Hong Kong Dollars)

The Directors have pleasure in submitting their Annual Report together with the audited financial
statements for the year ended 31st December 2004.

Group Activities
The principal activity of the Group is the generation and supply of electricity.
Financial Statements

The Consolidated Profit and Loss Account for the year ended 31st December 2004 is set out on
page 38 and shows the Group profit after tax and Scheme of Gontrol transfers, of $6,280 million
(2003 : $6,057 million). The state of the Company’s and the Group’s affairs as at 31st December 2004
are set out in the financial statements on pages 38 to 71.

Dividends

An interim dividend of 58 cents (2003 : 58 cents) per share was paid to shareholders on

24th September 2004 and the Directors recommend a final dividend of $1.19 (2003 : $1.13) per
share payable on 13th May 2005 to shareholders who are registered on the register of members on
12th May 2005.

Reserves

Movements in the reserves of the Company and the Group during the year are set out in the
Statement of Changes in Equity on the pages 41 and 42.

Charitable Donations
Donations by the Group during the year amounted to $2.6 million (2003 : $1.7 million).
Fixed Assets

Additions to Group fixed assets for the year amounted to $2,246 million (2003 : $2,106 million).
The movements in fixed assets during the year are set out in note 12 on the financial statements.

Subsidiaries

Particulars of the name, principal place of operation and issued share capital of subsidiaries are set
out in Appendix 2 cn page 70 of the Annual Report.

Summary of Five Year Financial Results

The summary of five year financial results of the Group is set out on page 74 of the Annual Report.
Directors

The Directors in office at the date of this report are listed on page 80 of the Annual Report.

In accordance with Article 116 of the Company's Articles of Association and Code Provision A.4.2
set out in Appendix 14 (which was effective from 1st January 2005} to the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited (“Listing Rules”), the Directors
retiring by rotation at the forthcoming Annual General Mesting to be held on 12th May 2005 are
Mr. George C. Magnus, Mr. Canning Fok Kin-ning, Mr. Tso Kai-sum, Mr. Ronald Joseph Arculli,
Mrs. Susan M.F. Chow, Mr. Andrew J. Hunter, Mr. Kam Hing-lam, Mr. Holger Kluge, Mr. Victor Li
Tzar-kuoi and Mr. Ewan Yee Lup-yuen, who, being eligible, offer themselves for re-election.




Directors’ Service Contracts

None of the Directors offering themselves for re-election at the forthcoming Annual General Meeting
has a service contract which is not determinable by the Company within one year without payment
of compensation (other than statutory compensation) (2003 : Nil).

Contracts of Significance

No contract of significance to which the Company or any of its subsidiaries was a party and in which
a Director of the Company had a material interest, subsisted at the end of the year or at any time
during the year.

Major Customers and Suppliers

The Group’s five largest customers combined did not exceed 30% of the Group’s total turnover for
the years ended 31st December 2004 and 2003.

The largest supplier of revenue items for the year represents 26.9% (2003 : 22.1%) of the Group's
total purchase of revenue items, and the combined total of the largest five suppliers accounts for
65.5% (2003 : 68.9%).

At 31st December 2004, none of the Directors or shareholders to the knowledge of the Directors,
had any interest in the above five largest suppliers.

Connected Transaction

On 10th September 2004, the Company and Cheung Kong Infrastructure Holdings Limited (“CKI"), a
substantial sharehoider hoiding 38.87% of the issued share capital of the Company, entered into an
agreement ("Agreement”) pursuant to which the Company agreed to purchase or procure its wholly-
owned subsidiary to purchase from CKI the entire issued share capital of Alpha Central Profits
Limited (“Alpha”) at a consideration of $1.00. Alpha owns 19.9% of the issued share capital of Gas
Network Limited ("Gas Network”). Gas Network has on 31st August 2004 entered into an agreement
("Blackwater Agreement”) with Blackwater F Limited (“Blackwater”) and Transco plc (“Transco”)

{(a wholly-owned subsidiary of National Grid Transco plc), pursuant to which Gas Network has an
option to require Transco to sell to it the entire issued share capital of Blackwater. On or pricr to
completion of the Blackwater Agreement, Transco will sell to Blackwater the North of England Gas
Distribution Network business in the United Kingdom (“Network Business”) presently carried on by
Transco. Therefore, on completion of the Agreement and the Blackwater Agreement, the Company
will own, indirectly through Alpha, a 19.9% interest in Gas Network and Blackwater, and
consequently a 19.9% interest in the Network Business.

Under the Agreement, the Company agrees to undertake on or before completion of the Agreement:

(8) to procure Alpha to subscribe prior to the completion of the Blackwater Agreement
approximately £104,276,000 (HK$1,558,666,000) for new share capital in Gas Network, which
represents approximately 19.8% of the net consideration payable by Gas Network on
completion of the Blackwater Agreement.

(b) to procure Alpha to subscribe approximately £2,782,020 (HK$41,584,000) for new shares
in Gas Network, which represents approximately 19.9% of the break fee which may in
certain circumstances become payable by Gas Network to Transco if the Blackwater
Agreement is terminated.




(c) to assume responsibility for 19.9% of certain costs and expenses incurred by CKl and Gas
Network in connection with the Blackwater Agreement.

(d) to execute an undertaking letter to the banks who are parties to a number of agreements and
side fetters dated 30th August 2004 (collectively “Finance Agreements”) under which certain
finance facilities in connection with the Network Business are to be provided to Blackwater, to
the effect that the Company will assume CKi’s obligations under the Finance Agreements to
the extent they arise from its interest in 19.8% of Gas Network.

The Agreement constituted discloseable and connected transactions for the Company under the
Listing Rules. Shareholders have been informed of the Agreement in a newspaper announcement
published on 13th September 2004 and the particulars thereof are herein disclosed pursuant to
Rule 14A.45 of the Listing Rules.

Code of Best Practice

With the exception that non-executive Directors have no set term of office but retire from office on

a rotational basis in accordance with the Articles of Association of the Company, the Company has
complied throughout the year ended 31st December 2004 with the Code of Best Practice contained
in Appendix 14 (which was in force during the said period) to the Listing Rules. The Company’s
Articles of Association have been amended on 13th May 2004 to provide that all Directors shall retire
in such manner of rotation as required by the Listing Rules, i.e. once every three years,

The Code of Best Practice contained in Appendix 14 to the Listing Rules has been replaced by the
Code on Corporate Governance Practices with effect from 1st January 2005 and the new Code will
apply for subsequent reporting periods.

Audit Committee

The Audit Committee of the Board of Directors reviews and supervises the Group's financial
reporting and internal control systems, and has met twice during the year. It currently consists of
three independent non-executive Directors and one non-executive Director.

The Terms of Reference of the Audit Committee have been revised on 1st January 2005 to0 meet the
requirements set out in the Code on Corporate Governance Practices (effective from 1st January 2005)
contained in Appendix 14 to the Listing Rules.

Purchase, Sale or Redemption of Shares

Neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the Company’s
issued shares during the year (2003 : Nil).

Arrangement to Purchase Shares or Debentures

At no time during the year was the Company or any of its subsidiaries a party to any arrangement to
enable the Directors of the Company to acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body corporate (2003 : Nil).

Model Code for Securities Transactions by Directors

The Board of Directors of the Company has adopted the Model Code for Securities Transactions by
Directors ("Model Code”) set out in Appendix 10 to the Listing Rules as its own code. Having made
specific enquiry with all Directors, the Company has ascertained that all of its Directors have
complied with the required standards set out in the Model Code during the accounting period
covered by this Annual Report.




Directors’ Interests

At 31st December 2004, the interests of the Directors in the issued share capital of the Company

and its associated corporations (within the meaning of the Securities and Futures Ordinance
("SF Ordinance™)) as recorded in the register required to be kept under section 352 of the SF
Ordinance were as follows:

Long Positions in Shares

Approximate

Number of Ordinary Shares Percentage of
Name of Director Capacity Personal Family ~ Corporate Other Total Shareholding
Victor Li Tzar-kuoi Interest of child or - 151,000 - 829,599,612 829,750,612 38.88%
spouse & beneficiary (Notes 1 & 2)
of trusts
Ronald Joseph Arcull Interest of - - 2,011 - 2,011 =0%
controlled
corporation
Francis Lee Lan-yee Beneficial 738 - - - 739 =0%
owner

Notes:

(1)

@)

These shares are held by subsidiaries of Cheung Kong Infrastructure Holdings Limited (“CK!").

The discretionary beneficiaries of each of The Li Ka-Shing Unity Discretionary Trust (“DT1") and another
discretionary trust (“DT2") are, inter alia, Mr. Victor Li Tzar-kuoi, his wife and children, and Mr. Richard Li Tzar-kai.
Each of Li Ka-Shing Unity Trustee Corporation Limited (“TDT1", which is the trustee of DT1) and Li Ka-Shing Unity
Trustcorp Limited (“TDT2", which is the trustee of DT2) holds units in The Li Ka-Shing Unity Trust ("UT1") but is not
entitled to any interest or share in any particular property comprising the trust assets of the said unit trust. Li Ka-
Shing Unity Trustee Company Limited ("TUT1") as trustee of UT1 and its related companies in which TUT1 as
trustee of UT1 is entitied to exercise or control the exercise of one-third or more of the voting power at their
general meetings (“TUTT related companies”) hold more than one-third of the issued share capital of Cheung Kong
(Holdings) Limited ("CKH"). Certain subsidiaries of CKH in turn together hold more than one-third of the issued
share capital of Hutchison Whampoa Limited ("HWL"). A subsidiary of HWL in turn holds more than one-third of the
issued share capital of CKI.

The entire issued share capital of TUT1 and of the trustees of DT1 and D72 are owned by Li Ka-Shing Unity
Holdings Limited ("Unity Holdco”). Each of Mr. Li Ka-shing, Mr. Victor Li Tzar-kuoi and Mr. Richard Li Tzar-kai is
interested in one-third of the entire issued share capital of Unity Holdco. TUT1 is only interested in the shares of
CKH by reason only of its obligation and power to hold interests in those shares in its ordinary course of business
as trustee and, when performing its functions as trustee, exercises its power to hold interests in the shares of CKH
independently without any reference to Unity Holdco or any of Mr. Li Ka-shing, Mr. Victor Li Tzar-kuoi and Mr.
Richard Li Tzar-kai as a holder of the shares of Unity Holdco as aforesaid.

By virtue of the above and as a discretionary beneficiary of each of DT1 and DT2 and as a Director of CKH, Mr.
Victor Li Tzar-kuoi is taken to have a duty of disclosure in relation to the shares of CKH held by TUTT as trustee of
UT1? and TUT1 related companies, the shares of HWL held by the subsidiaries of CKH, the shares of CKI held by
the subsidiary of HWL and the shares of the Company held by the subsidiaries of CKi under the SF Ordinance as a
Director of the Company. Although Mr. Richard Li Tzar-kai is interested in one-third of the entire issued share
capital of Unity Holdco and is a discretionary beneficiary of each of DT1 and DT2, he is not a director of CKH and
has no duty of disclosure in relation to the shares of CKH held by TUTT as trustee of UT1 and TUT1 related
companies under the SF Ordinance. :

Mr. Victor Li Tzar-kuoi, by virtue of his interests as described in Note (1) above and as a Director of the Company,
is also deemed to be interested in the shares of subsidiaries and associated companies of the Company held
through the Company under the SF Ordinance.

Save as disclosed above, at 31st December 2004, none of the Directors or chief executives had
any interests or short positions in the shares, underlying shares and debentures of the Company or
any of its associated corporations {within the meaning of Part XV of the SF Ordinance) which were
required to be notified to The Stock Exchange of Hong Kong Limited (the “Stock Exchange”)
pursuant to Part XV of the SF Ordinance or which were recorded in the register required to be kept
by the Company under Section 352 of the SF Ordinance, or which were reguired to be notified to
the Company and the Stock Exchange pursuant to the Model Code in the Listing Rules.




Interests of Shareholders Discloseable under the SF Ordinance

According to the register kept under Section 336 of the SF Ordinance and information received by
the Company, at 31st December 2004, shareholders (other than Directors or chief executives of the
Company) who had interests or short positions in the shares or underlying shares of the Company
which would fall to be disclosed to the Company under the provisions of Part XV of the SF

Ordinance were as follows:

Long Positions in Shares

Number of Approximate %
Name Capacity Ordinary Shares of Shareholding
interman Development Inc. Beneficial owner 186,736,842 (Note 1) 8.75%
Venniton Development Inc. Beneficial owner 197,597,511 (Note 1) 9.26%
Univest Equity S.A. Beneficlal owner 279,011,102 (Note 1) 13.07%
Monitor Equities S.A. Beneficial owner & 287,211,674 (Note 1) \ 13.46%
Interest of controlled
corporation
Hyford Limited Interest of controlled 829,599,612 (Note 2) 38.87%
corporations
Cheung Kong Infrastructure Interest of controlied 829,599,612 (Note 2) 38.87%
Holdings Limited corporations
Hutchison Infrastructure Interest of controlled 829,599,612 (Note 3) 38.87%
Holdings Limited corporations
Hutchison International Limited Interest of controlled 829,599,612 (Note 3} 38.87%
corporations
Hutchison Whampoa Limited Interest of controlled 829,599,612 (Note 3) 38.87%
corporations
Cheung Kong: (Holdings) Limited Interest of controlled 829,599,612 (Note 4} 38.87%
corporations
Li Ka-Shing Unity Trustee Company Trustee 829,599,612 (Note 5) 38.87%
Limited as trustee of The
Li Ka-Shing Unity Trust
Li Ka-Shing Unity Trustee Corporation Trustee & beneficiary 829,599,612 (Note 6} 38.87%
Limited as trustee of The Li Ka-Shing of a trust
Unity Discretionary Trust
Li Ka-Shing Unity Trustcorp Limited as Trustee & beneficiary 829,599,812 (Note 6) 38.87%
trustee of ancther discretionary trust of a trust
Li Ka-shing Founder of discretionary 829,599,612 (Note 6) 38.87%

trusts & interest of

controlled corporations

Notes:

(1) These are direct or indirect wholly-owned subsidiaries of Hyford Limited (“Hyford”) and their interests are duplicated
in the same 829,599,612 shares of the Company held by Hyford described in (2) below.

(2) Cheung Kong Infrastructure Holdings Limited (“CKI") is deemed to be interested in the 829,598,612 shares of the
Company as referred to in (1) above as it holds more than one-third of the issued share capital of Hyford indirectly.
Its interests are duplicated in the interest of Hutchison Whampoa Limited ("HWL"} in the Company described in (3)

below.

(3) HWL is deemed to be interested in the 829,599,612 shares of the Company as referred to in (2) above as it holds
maoare than one-third of the issued share capital of Hutchison International Limited, which holds more than one-third
of the issued share capital of Hutchison Infrastructure Holdings Limited ("HIH"). HIH holds more than one-third of

the issued share capital of CKI.




(4) Cheung Kong (Holdings) Limited (“CKH") is deemed to he interssted in the 829,599,612 shares of the Company as
referred to in (3} above as certain subsidiaries of CKH hold more than one-third of the issued share capital of HWL.

(5) LiKa-Shing Unity Trustee Company Limited (“TUT1") as trustee of The Li Ka-Shing Unity Trust (“UT1"} is deemed
to be interested in those shares of the Company described in (4) above as TUTT as trustee of UT1 and its related
companies in which TUT1 as trustee of UT1 is entitled to exercise or controf the exercise of one-third or more of
the voting power at their general meetings hold more than one-third of the issued share capital of CKH.

(6} Each of Mr. Li Ka-shing, Li Ka-Shing Unity Trustee Corporation Limited (“TDT1") as trustee of The Li Ka-Shing Unity
Discretionary Trust ("DT1") and Li Ka-Shing Unity Trustcorp Limited (“TDT2") as trustee of another discretionary
trust is deemed to be interested in the same block of shares TUT1 as trustee of UT1 is deemed to be interested in
as referred to in (5) above as all issued and outstanding units in UT1 are held by TDT1 as trustee of DT1 and by
TDTZ2 as trustee of another discretionary trust. More than one-third of the issued share capital of TUT1 and of the
trustees of the said discretionary trusts are owned by Li Ka-Shing Unity Holdings Limited (“Unity Holdco”). Mr. Li
Ka-shing owns one-third of the issued share capital of Unity Holdco.

Save as disclosed above, at 31st December 2004, the Company has not been notified by any
persons (other than Directors or chief executives of the Company) who had interests or short
positions in the shares or underlying shares of the Company, which would fall to be disclosed to the
Company under the provisions of Part XV of the SF Ordinance, or which were recorded in the
register required to be kept by the Company under Section 336 of the SF Ordinance.

Confirmation of Independence of Independent Non-executive Directors

The Company has received confirmation from each of Messrs. Wong Chung-hin and Ralph Raymond
Shea, Independent Non-executive Directors of the Company, that they have met all the factors
concerning their independence as set out in Rule 3.13 of the Listing Rules and that there are no
other factors which may affect their independence. The Board considers these Independent Non-
executive Directors to be independent.

Mr. Holger Kluge, another Independent Non-executive Director of the Company, has made similar
confirmation to the Company, save as mentioned below:

(@) He was previously a Director of Husky Qil Holdings Limited (*"HOHL"), a private company in
which Hutchison Whampoa Limited ("HWL") has a 49% interest. HWL is the holding company
of Cheung Kong Infrastructure Holdings Limited, a substantial shareholder of the Company. He
has already resigned from HOHL in June 2004. The Board is satisfied with Mr. Kluge’s
independence as HOHL has been dormant since August 2000.

(b) In addition, Mr. Kluge was previously a director of (i) certain trustee companies of discretionary
trusts (“DTs") (including Li Ka-Shing Unity Trustee Corporation Limited as trustee of The Li
Ka-Shing Discretionary Trust) in which the discretionary cbjects include Mr. Victor Li Tzar-kuoi
and his spouse and children; (i) certain trustee companies of unit trusts ("UTs") (including Li
Ka-Shing Unity Trustee Company Limited as trustee of The Li Ka-Shing Unity Trust) in which
the DTs hold units; (iil) the holding companies of the above trustee companies (which do not
carry on other businesses); and (iv) certain companies wholly owned by the UTs (derived from
his directorships in the above trustee companies). Mr. Kluge has already resigned from his
directorships referred to in (i) to (iv) above in September 2004. The Board has considered Mr.
Kluge's past directorships referred to in (i) to (iv) above and is satisfied with his independence
having regard to all relevant factors including the fact that Mr. Kluge has not received any
remuneration or derived any other benefit for his roles as such in (i) to (iv), that Mr. Kluge did
not control any of such boards of directors, and when performing their functions as trustees of
the DTs and UTs, they exercised their power to hold interests in the trust assets independently
without reference to the holding companies of the above trustee companies or any of Mr. Li
Ka-shing, Mr. Victor Li Tzar-kuoi and Mr. Richard Li Tzar-kai as a holder of shares of these
holding companies.




Report of the Directors

Sufficiency of Public Float

According to information that is available to the Company, the percentage of the Company's shares
which are in the hands of the public exceeds 25% of the Company’s total number of issued shares.

Directors’ Interests in Competing Business

Messrs. George C. Magnus, Canning Fok Kin-ning, Tso Kai-sum, Victor Li Tzar-kuoi, Kam Hing-lam,
Frank John Sixt and Mrs. Susan M.F. Chow, Directors of the Company (“Relevant Directors”), are
also directors of Cheung Kong Infrastructure Holdings Limited (“CKI") whose principal activities are
the investment and operation of infrastructure businesses in Hong Kong, Mainland China and other
countries. These activities may be in competition with the Group’s business of investing overseas in
power generation, transmission and distribution facilities (“Overseas Business”). The Board is of the
view that the Group is capable of carrying on its Overseas Business independently of, and at arms
length from the business of CKI. When making decisions on the Overseas Business, the Relevant
Directors, in the performance of their duties as directors of the Company, have acted and will
continue to act in the commercial best interest of the Group and all its shareholders.

Bisclosure under Rule 13.22 of Chapter 13 of the Listing Rules

In relation to the provision of financial assistance by the Group to certain affiliated companies, a
proforma combined balance sheet of the affiliated companies as at 31st December 2004 required to
be disclosed under Rule 13.22 of Chapter 13 of the Listing Rules is set out below:

Proforma Combined Balance Sheet of the Affiliated Companies

as at 31st December 2004 $ million
Non-current assets 51,542
Current assets 5,363
Current liabilities (6,313)
Non-current liabilities (48,112)
Net assets 2,480
Share capital 336
Reserves 2,144
Capital and reserves 2,480

As at 31st December 2004, the consolidated attributable interest of the Group in these affiliated
companies amounted to $9,187 million.

Auditors

A resolution for the re-appointment of KPMG as auditors of the Company is to be proposed at the
forthcoming Annual General Meeting. There was no change in Auditors in any of the preceding
three years.

By Order of the Board

- George C. Magnus
Chairman
Hong Kong, 10th March 2005




Report @‘{\Fthe‘Audﬁtors

To the shareholders of Hongkong Electric Holdings Limited EE SR ERER LT
(Incorporated un Hong Kong with limited liability)

We have audcted the financial statements on pages 38 tc 71 which have been prepared in accordance with
accounting principies generally accepted in Hong Kong.

Respec’tlve Responsnbtlltles of Directors and Auditors

The Hong Kong Compames Ordinance requires the Directors to prepare financial statements which give a
true and fair view. In-preparing financial statements which give a true and fair view it is fundamental that
appropriate accounting policies are selected and applied consistently, that judgements and estimates are
made which are prudent and reasonable and that the reasons for any significant departure from applicable
accounting standards are stated.

It is our respohsibility to form an independent opinion, based on our audit, on those financial statements
and to report our ojpi‘mon solely to you, as a body, in accordance with section 141 of the Hong Kong
Companies Qrdinanée,_ and for no other purpcse. We do not assume responsibility towards or accept
liabitity to any other person for the contents of this report...

Basis of Opinion

We conducfed our audit in accordance with Statements of Auditing Standards issued by the Hong Kong
Institute of Cehiﬂed Public Accountants. An audit includes examination, on a test basis, of evidence
relevant to -;th‘e: amounts and disclosures in the financial statements. It also includes an assessment of the
significant estimates and judgements made by the Directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate to the Company’s and the Group’s circumstances,
consistently applied and adeguately disclosed.

We planned ahd performed our audit so as to obtain all the information and explanations which we
considered nebessafy in order to provide us with sufficient evidence to give reasonable assurance as to
whether the ﬂnancna\ statements are free from material misstatemnent, In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financial statements. We believe
that our audit prowdes a reasonable basis for our opinion.

Opinion . N

In our opi’n’ion,lthe financial statements give a true and fair'view of the state of affairs of the Company and
of the Group as at 31st December 2004 and of the Group‘-é profit and cash flows for the year then ended
and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

KPMG
Certified Public Accountants ’ ‘
Hong Kong, 10th March 2005




Consolidated Profit and Loss Account
For the year ended 31st December 2004

Turnover

Direct costs

Other revenue and net income
Other operating costs

Finance costs

Operating profit
Share of results of asscciates

Profit before taxation
Income tax:
Current

Deferred

Profit after taxation
Scheme of Control transfers
From/(To):

Development Fund

Rate Reduction Reserve

Profit attributable to shareholders
Local activities

Overseas activities

Total

Dividends: _
Interim dividend paid

Proposed final dividend

Earnings per share

The notes on pages 43 to 71 form part of these financial statements.

2004

HK$ million

2003
HK$ million




Balance Sheels
At 31st December 2004

Group Company
2004 2003 2004 2003
Note HK$ miilion HK$ million HK$ miliion HK$ miltion
Non-current iassets g |
Fixed assets’ ‘
- Property, plant and equipment 42,024 -
- Assets under construction 3,000 -
R 12 45,024 -
Interest in subsidiaries 13 - 28,385
Interest in associates 14 8,425 -
Other investments . 15 7 -
Employee retirement
benefit asséts 7 96 236 13
‘ _ 53,602 |2 28,398
Current assets
inventories 16 -
Trade and other receivables 17 3
Fuel Clause Account 18 -
Bank balances and other
liquid funds 459
| 462
Current liabilities
Trade and other payables 19 (36)
Bank overdrafts - unsecured -
Current portion of bank loans and
other borrowings « 20 ) -
Current taxation ) -
; (3,865) (36)
Net current assets/(liabilities) (845)7;3 426
Total assets less current liabilities 52,847 28,824
Non-current liabilities :
Interest-bearing borrowings 20 (10,187) P
Deferred creditors and E
other payables 21 (760) &
Customers’ deposits (1,387) &
Deferred taxation 22 (5,105) |
Employee retirement
benefit liabilities 7 92) 24)
(17,531) (24)
Rate Reduction Reserve 9 {5)
Development Fund 9 - L
Net Assets 35,311 1
Capital and Reserves
Share capital 23 2,134 2,134
Reserves = 33,177 26,666
35,311 28,800

T

Approved and authorised for issue by the Board of Directcérs on 10th March 2005

George C. Mégnus
Chairman

Tso, Kai-sum

Group Managing Director

The notes on pages 43 ta 71 form part of these financial statements.::



Consolidated Cash Flow Statement
For the year ended 31st December 2004

2004 2003
Note HK$ million HK$ million

Operating activities -
Cash generated from operations 24 ‘ 8,287 8,787
Interest paid ; (577) (656)

Interest received 889 752
Rate Reduction Reserve rebated (5) (11)
Hong Kong profits tax paid 7 (1,120) {1,216)

Net cash from operating activities : 7,474 7,656

Investing activities

Purchase of fixed assets and capital stock (1,948)
Capitalised interest paid (129)
Receipts and deposits from sales of fixed assets 621
Proceeds from sales of other investments 449
Investments in associates 8)
Investments in unlisted securities (7)
New loans to associates (3,584)
Repayment of lcans by associates 5,219
Dividends received from associates 3
Dividends received from other investments 4
Net cash (used in)/from investing activities 620
Financing activities
New bank loans and other borrowings 7,490
Repayment of bank loans and other borrowings (11,588)
Repayment of deferred creditors (212)
New customers’ deposits 243
Repayment of customers' deposits (2086)
Dividends paid (3,650)
Net cash used in financing activities (7,920)
Net increase in cash and cash equivalents 356
Cash and cash equivalents at 1st January 104
Cash and cash equivalents at 31st December 460
Analysis of the balances of cash and cash equivalents
Bank balances and other liquid funds 464
Bank overdrafts — unsecured (4)
480

The notes on pages 43 to 71 form part of these financial statements.




Staﬁ@m@nt of Changes in Equity

For the year ended 31st December 2004

Group
\ Share Share Exchange Revenue Proposed
HK$ million ‘ Capital Premium Reserves Reserves Dividends Total
At 1st Janua?y 2003 2,134 4,476 89 23,369 2,412 32,480
Exchange differencé arising

on translation of:

- overseas subsidiaries - 255 - - 255
— overseas associates - - 169 - - 169
Net gains not'recognised | h " - "

in Profit and Loss Account - - 424 - - 424
Final dividend in respect

of the previous year

approved and paid - - - - (2,412) (2,412)
Profit for the year - - - 6,057 - 6,057
Interim divide‘hd paid - - - (1,238) - (1,238)
Proposed final dividend ,

{see note 10(g)) - - - (2,412) 2,412 -
At 31st December 2003 2,134 4,476 513 25,776 2,412 35,311
At 1st January 2004 2,134 4,476 513 25,776 2,412 35,311
Exchange difference arising

on translation of:

- overseas subsidiaries - - a0 - - (121)
—.overseas associates - - 36 - - 36
Net loss not recognised ) o : o ' "

in Profit and Loss Account - - (85) - - (85)
Final dividendjin respect

of the p‘revious yeér

approved and paid - - - - (2,412) (2,412)
Profit for the year - - - 6,280 - 6,280
Interim dividend paid - - - (1,238) - (1,238)
Proposed final dividend

(see note 10(a)) ' - - - (2,540) 2,540 -
At 31st December 2004~ SEUREEHIBETE  adefif e

Group revenue reserves as at 31st December 2004 include the Group's share of the retained profits of its
associates amounting 1o HK$1,311 million (2003 : HK$836 million).

The notes on pages 43 to 71 form part of these financial statements.




Statement of Changes in Equity (continued)
For the year ended 31st December 2004

Company
Share Share Revenue Proposed

HK$ miltion Capital Premium Reserves Dividends Total
At 1st January 2003 2,134 4,476 19,736 2,412 28,758
Final dividend in respect

of the previous year

approved and paid - - - (2,412} (2,412)
Profit for the year - - 3,692 - 3,602
Interim dividend paid - - (1,238) - (1,238)
Proposed final dividend

(see note 10(a)) - - (2,412) 2,412 -
At 31st December 2003 2,134 4,476 19,778 2,412 28,800
At 1st January 2004 2,134 4,476 19,778 2,412 28,800
Final dividend in respect

of the previous year

approved and paid - - - (2,412) (2,412)
Profit for the year - - 6,807 - 6,807
Interim dividend paid - - (1,238) - (1,238)
Proposed final dividend

(see note 10(a)) - -

At 31st December 2004

{2,540) 2,540

All of the Company’s revenue reserves are available for distribution to shareholders.

The notes on pages 43 to 71 form part of these financial statements.




Notes on the Financial Statements
(Expresséd in Hong: Kong Doliars)

1. Significant Accounting Policies

(a)

(b)

{c)

Statement of Compliance

These financial statements have been prepared in accordance with all applicable Hong Kong
Finahcial Reporting Standards {(which includes all applicable Statements of Standard Accounting
Practice and Interpretations) issued by the Hong Kong Institute of Certified Public Accountants,
accounting principles generally accepted in Hong Kong and the requirements of the Hong Kong
Companies Ordinance. These financial statements also comply with the applicable disclosure
provisions of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited. A summary of the significant accounting policies adopted by the Group is set out below.

Basis of Preparation of the Financial Statements

The measurement basis used in the preparation of the financial statements is historical cost
medified by the marking to market of other investments as explained in the accounting policies
set out below,

Basis of Consolidation

The Group financial statements incorporate the financial statements of Hongkong Electric

. Holdings Limited and all its subsidiaries made up to 31st December each year, together with the

(d)

(e)

Group’s share of the resuits for the year and the relevant share of the post acquisition results of
its associates.

Subsidiaries

A sub‘sidiary, in accordance with the Hong Kong Companies Ordinance, is a company in which
the Group, directly or indirectly, holds more than half of the issued share capital, or controls more
than half of the voting power, or controls the composition of the board of directors. Intra-group
balances and transactions, and any unrealised profits arising from intra-group transactions, are
elimihated in full in preparing the consolidated financial statements. Unrealised fosses resulting
from i‘ntra-“g‘roup transactions are eliminated in the same way as unrealised gains, but only to the
extent that there is no evidence of impairment. In the Company’s Balance Sheet, an investment in
a subsidiary is stated at cost less any impairment losses (see note 1(k)).

Associates

An associate is an entity in which the Group has significant influence, but not control or joint
control, over its management, including participation in the financiat and operating policy decisions.

The Consolidated Profit and Loss Account reflects the Group's share of the post-acquisition
results calculated from their financial statements made up to 31st December each year, including

.any amortisation of positive or negative goodwill charged or credited during the year in

accordance with note 1(f). In the Consolidated Balance Shest, investments in associates are
stated under the equity method and are initially recorded at cost and adjusted thereafter for the
post acquisition change in the Group’s share of the associates’ net assets.

Unrealised profits and losses resulting from transactions between the Group and its associates
are eliminated to the extent of the Group's interest in the associate, except where unrealised
losses provide evidence of an impairment of the asset transferred, in which case they are
recognised immediately in the Profit and Loss Account.



Notes on the Financial Statements

U

(@)

Goodwill

Positive goodwill arising on consolidation represents the excess of the cost of the acquisition over
the Group's share of the fair value of the identifiable assets and liabilities acquired. In respect of
subsidiaries:

- for acquisitions before 1st January 2001, positive goodwill is eliminated against reserves and
is reduced by impairment losses (see note 1(k}); and

- for acquisitions on or after 1st January 2001, positive goodwill is amortised to the
Consolidated Profit and Loss Account on a straight-line basis over its estimated useful life.
Positive goodwill is stated in the Consolidated Balance Sheet at cost less any accumulated
amortisation and any impairment losses (see note 1(k)).

In respect of acquisitions of associates, positive goodwill is amortised 1o the Consolidated Profit
and Loss Account on a straight-line basis over its estimated useful life. The cost of positive
goodwill less any accumulated amortisation and any impairment losses (see note 1(k)) is included
in the carrying amount of the interest in associates.

On disposal of a subsidiary or an associate during the year, any attributable amount of purchased
goodwill not previously amortised through the Consolidated Profit and Loss Account or which has
oreviously been dealt with as a movement on group reserves is included in the calculation of the
profit or {oss on disposal.

Investment Securities

(i) Investments held on a continuing basis for an identified long-term purpose are classified as
“investment securities”. Investment securities are stated in the Balance Sheet at cost less any
provisions for diminution in value. Provisions are made when the fair values have declined
below the carrying amounts, unless there is evidence that the decline is temporary, and are
recognised as an expense in the Profit and Loss Account, such provisions being determined
for each investment individually.

iy Provision against the carrying value of investment securities is written back when the
circumstances and evenis that led to the write-down or write-off cease to exist and there is
persuasive evidence that the new circumstances and events will persist for the foreseeable
future.

{iiy All other investments are stated in the Balance Sheet at fair value. Changes in fair value are
recognised in the Profit and Loss Account as they arise.

(iv) Profits or losses on disposal of investment securities are determined as the difference
between the estimated net disposal proceeds and the carrying amount of the investments and
are accounted for in the Profit and Loss Account as they arise.




(h) Income Recognition
(i) - Regulation of Earnings under the Scheme of Control

The earnings of The Hongkeng Electric Company, Limited (“HEC") are regulated by the Hong
Kong SAR Government under a Scheme of Control (“SOC”) which provides for a permitted
level of earnings based principally on a return on HEC’s capital investment in electricity
- generation, transmission and distribution assets {the "Permitted Return”). HEC is required to
! submit detailed financial plans for approvat by the Government which project the key
3 determinants of the Permitted Return HEC will be entitled to over the Financial Plan period.

: The Govemment has approved the current Financial Plan covering the period from 1999 to
. 2004. No further Government approval is required during this period unless a need for
1 significant rate increases, over and above those set out in the Financial Plan, is identified
- during the Annual Review conducted with Government under the terms of the SOC.

(i) - Fuel Clause Account

Under the SOC, any difference between the standard cost of fuel and the actual cost of fuel
1 consumed is credited (or debited) to the Fuel Clause Account (“Fuel Clause Transfer”).

Fuel Clause Rebates (or Surcharges) are given (or charged) to customers by reducing (or
tincreasing) the Basic Tariff rate to a Net Tariff rate payable by customers and are debited (or
- credited) to the Fuel Clause Account.

- The balance on the Fuel Clause Account at the end of a financial year represents the

- difference between Fuel Clause Rebates (or Surcharges) and Fuel Clause Transfers during the
year, together with any balance brought forward from the prior year. Any debit balance is
carried forward as a deferred receivable to be recovered from Fuel Clause Transfers or Fuel
Clause Surcharges and any credit balance is carried forward as a deferred payable to be

' cleared by Fuel Clause Transfers or Fuel Clause Rebates. The 1999-2004 Financial Plan was

~ submitted and approved by Government on the basis that any deferred receivable would be

, recovered by the end of the Financial Pian period, i.e. by the end of 2004. However, during

© 2002 HEC reached agreement with Government such that recovery of this deferred receivable

- would be more gradual, and that the balance would be recovered in full by not later than the
end of 2008, which is the year in which the current SOC agreement expires. Such agreement

- will be reflected in the next Financial Plan being reviewed by the Government, which will cover

. the period from 2004 to 2008.

(i}’ Income Recognition

“Income is recognised based on units of electricity consumed by customers during the year at
" basic tariff rates, which is the unit charge agreed with the Government during the Annual Tariff
‘Review for each financial year.

. Fuel Clause Rebates included in the 1899-2004 Financial Plan and to be included in the

1 2004-2008 Financial Plan include amounts.in excess of Fuel Clause Transfers in certain
financial years, which are utilised to smooth increases in Net Tariffs paid by customers during

. the Financial Plan period. The impact of tariff smoothing is to reduce the Net Tariffs payable
by customers in certain years and increase the Net Tariffs in other years. However, the tariff

“sm‘oothing has no impact on HEC's total earnings over the period to 2008 and the related
balance on the Fuel Clause Account (see note 1(h)(ii)) is expected to be recovered by the end
of that period. In accounting for income, Fuel Clause Account debit balances are therefore
treated as deferred receivables in the Balance Sheet and not accounted for in the Profit and

i Loss Account each year.
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(i) Fixed Assets and Depreciation

)

(i)

(if)

(i)

Fixed assets are stated in the Balance Sheet at cost less accumulated depreciation
(see note 1(i)(iv)) and impairment losses (see note 1(k)).

Subsequent expenditure relating to a fixed asset that has already been recognised is added to
the carrying amount of the asset when it is probable that future economic benefits, in excess
of the originally assessed standard of performance of the existing asset, will flow to the
enterprise. All other subsequent expenditure is recognised as an expense in the period in
which it is incurred.

Gains or losses arising from the retirement or disposal of a fixed asset are determined as the
difference between the estimated net disposal proceeds and the carrying amount of the asset
and are recognised in the Profit and Loss Account on the date of retirement or disposal.

Depreciation is provided on a straight-line basis and is calculated to write off the cost of fixed
assets over their expected useful lives as set out below:

Years
Leasehold land Qver the unexpired terms of the leases
Cable tunnels 100
Ash fagooen 50
Buildings, generation plant and machinery, transmission
and distribution equipment and overhead lines (132kV and above) 35
Overhead lines (below 132kV), cables and gas turbines 30
Meters, microwave and optical fibre equipment
and trunk radio system 15
Furniture, fixtures, sundry plant and equipment 10
Workshop tools and office equipment 5
Computers 5to 10
Motor vehicles and marine craft 5t06

Operating Lease Charges

Leases of assets under which the lessor has not transferred all the risks and benefits of ownership
are classified as operating leases. Where the Group has the use of assets under operating leases,
payments made under the leases are charged to the Profit and Loss Account in equal instalments
over the accounting periods covered by the lease term, except where an alternative basis is more
representative of the pattern of benefits to be derived from the leased asset.




(k) Impairment of Assets

Internal and external sources of information are reviewed at each balance sheet date to identify
indications that the following assets may be impaired or an impairment loss previously recognised
no longer exists or may have decreased:

- property, plant and equipment
- “investments in subsidiaries and associates
— positive goodwill (whether taken initially to reserves or recognised as an asset)

If any such indication exists, the asset's recoverable amount is estimated. An impairment loss is
recognised whenever the carrying amount of an asset exceeds its recoverable amount.

{iy Calculation of Recoverable Amount

The recoverable amount of an asset is the greater of its net selling price and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value
‘ using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset. Where an asset does not generate cash inflows
“largely independent of those from other assets, the recoverable amount is determined for the
‘smallest group of assets that generates cash inflows independently (i.e. a cash-generating unit).

{iy Reversals of Impairment Losses

In respect of assets other than goodwill, an impairment loss is reversed if there has been a
»favourable change in the estimates used to determine the recoverable amount. An impairment
loss in respect of goodwill is reversed only if the loss was caused by a specific external event
of an exceptional nature that is not expected to recur, and the increase in recoverable amount
relates clearly to the reversal of the effect of that specific event.

A reversal of impairment losses is limited to the asset’s carrying amount that would have been
determined had no impairment 10ss been recognised in prior years. Reversals of impairment
losses are credited to the Profit and Loss Account in the year in which the reversals are
recognised.

() inventories and Work In Progress
- Coal, stores and fuel oil are valued at cost on a weighted average basis.

Cost comprises all costs of purchase, costs of conversion and other costs incurred in bringing the
. stock to its present location and condition. Cost of stock recognised as an expense includes the
write off and all losses of stock.
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(m) Cash and Cash Equivalents

(n)

Cash and cash equivalents comprise cash at bank and on hand, demand deposits with banks and
other financial institutions, and short-term, highly liquid investments that are readity convertible
into known amounts of cash and which are subject to an insignificant risk of changes in valus,
having been within three months of maturity at acquisition. Bank overdrafis that are repayable on
demand and form an integral part of the Group’s cash management are also included as a
component of cash and cash equivalents for the purpose of the cash flow statement.

Employee Retirement Benefits

(i) The Group’s net obligation in respect of defined benefit retirement schemes is calculated
separately for each scheme by estimating the amount of future benefit that employees have
earned in return for their service in the current and prior periods; that benefit is discounted to
determine the present value, and the fair value of any scheme assets is deducted. The
discount rate is the yield at balance sheet date on high quality corporate bonds that have
maturity dates approximating the terms of the Group’s obligations. The calculation is
performed by a qualified actuary using the “Projected Unit Credit Method”.

When the benefits of a scheme are improved, the portion of the increased benefit relating to
past service by employees is recognised as an expense in the Profit and Loss Account on a
straight-line basis over the average period until the benefits become vested. To the extent
that the benefits vest immediately, the expense is recognised immediately in the Profit and
Loss Account.

In calculating the Group's obligation in respect of a scheme, to the extent that any cumulative
unrecognised actuarial gain or loss exceeds ten percent of the greater of the present value of
the defined benefit obligation and the fair value of scheme assets, that portion is recognised
in the Profit and Loss Account over the expected average remaining working lives of the
employees participating in the scheme. Otherwise, the actuarial gain or loss is not recognised.

Where the calculation of the Group’s net obligation results in a negative amount, the asset
recognised is limited to the net total of any unrecognised actuarial losses and past service
costs and the present value of any future refunds from the scheme or reductions in future
contributions to the scheme.

(i Obligations for contributions to defined contribution retirement schemes, including
contributions payable under the Hong Kong Mandatory Provident Fund Schemes Ordinance,
are recognised as an expense in the Profit and Loss Account as incurred.




(o)

(p)

Translation of Foreign Currencies

Foreign currency balances at the year end are translated into Hong Kong dollars at the exchange
rates ruling at the balance sheet date.

Foreign currency transactions during the year are translated into Hong Kong dollars at the
exchange rates ruling at the transaction dates, or at contract rates if foreign currencies are fixed
in supplier agreements or hedged by forward foreign exchange contracts.

Exchange gains and losses in respect of fixed assets under construction are, up to the date of
commissioning, incorporated in the cost of the assets. All other exchange differences are dealt
with in the Profit and Loss Account.

The results of overseas subsidiaries and associates are translated into Hong Kong dollars at the
average exchange rates for the year; Balance Sheet items are translated at the rates of exchange
ruling at the balance sheet date. The resulting exchange differences are dealt with as a movement
in reserves. . -

Income Tax

(i) Income tax for the year comprises current and deferred tax. Income tax is recognised in the
-Profit and Loss Account except to the extent that it relates to items recognised directly to
equity, in'which case it is recognised in equity.

(iiy - Current tax is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at the balance sheet date, and any adjustment to tax
payable in respect of previous years.

(iii) Deferred? tax assets and liabilities arise from deductible and taxable temporary differences
“between the carrying amounts of assets and liabilities for financial reporting purposes and the
tax bases. Deferred tax assets also arise from unused tax losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred tax assets to
the extent that it is probable that future taxable profits will be available against which the
asset can be utilised, are recognised.

Thef amount of deferred tax provided is based on the expected manner of realisation or
settlement of the carrying amount of the assets.and liabilities, using tax rates enacted or
substantively enacted at the balance sheet date. Deferred tax assets and liabilities are not
diséounted..

T‘héi carrying amount of a deferred tax asset is reviewed at each balance sheet date and is
reduced to the extent that it is no longer probable that sufficient taxable profit will be available
to allow the related tax benefit to be utilised. Any such reduction is reversed to the extent that
it bécomes probable that sufficient taxable profit will be available.

Current tax balances and deferred tax balances‘,; and movements therein, are presented
separately from each other and are not offset.
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(q) Borrowing Costs

{n

(s)

(t)

Borrowing costs are expensed in the Profit and Loss Account in the period in which they are
incurred, except to the extent that they are capitalised as being directly attributable to the
acquisition, construction or production of an asset which necessarily takes a substantial period of
time to get ready for its intended use or saie.

The capitalisation of borrowing costs as part of the cost of a qualifying asset commences when
expenditures for the asset are being incurred, borrowing costs are being incurred and activities
that are necessary to prepare the asset for its intended use or sale are in progress. Capitalisation
of borrowing costs is suspended or ceases when substantially all the activities necessary to
prepare the qualifying asset for its intended use or sale are interrupted or complete.

Related Parties

Related parties are individuals and companies, where the Group has the ability, directly or
indirectly, to control the other party or exercise significant influence over the other party in making
financial and operating decisions, or vice versa, or where the Group and the party are subject to
common control or common significant influence. Related parties may be individuals or other
entities.

Provisions and Contingent Liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group has a legal
or constructive obligation arising as a result of a past event, it is probable that an outflow of
economic benefits will be required to settle the obligation and a reliable estimate can be made.
Where the time value of money is material, provisions are stated at the present value of the
expenditures exbeoted to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount
cannot be estimated reliably, the obligation is disclosed as a contingent liability, unless the
probability of outflow of economic benefits is remote. Possible obligations, whose existence will
only be confirmed by the occurrence or non-occurrence of one or more future events, are also
disclosed as contingent liabilities unless the probability of outflow of economic benefits is remote.

Segment Reporting

A segment is a distinguishable component of the Group that is engaged either in providing
products or services (business segment), or in providing products or services within a particular
economic environment (geographical segment}, which is subject to risks and rewards that are
different from those of other segments.

In accordance with the Group’s internal financial reporting, the Group has chosen business
segment information as the primary reporting format and geographical segment information as the
secondary reporting format.




Turnover
The prinéipai éétﬁvity of the Group is the generation and supply of electricity.

Group turnover is analysed as follows:

2004 2003
$ million $ million
Sales of electricity 11,263
Special subsidy (104)
Concessionary ;discount on sales of electricity (3)
Electricity-related income 43
Technical service fees 51
11,250

Other Revenuﬂe and Net Income
Co - 2004 2003
$ million $ miltion

Other Revehué‘

Interest income 797
Dividend income from other investments 4

Sundry income 87

Other Net Income
Net profit-on disposal of fixed assets
Net realised and unrealised gains on other investments carried at fair value

Segment Information
(a) Buéinjess Seg‘ments

The G‘roup’s‘ principal business segments are sales of electricity and infrastructure investments.
Financial information about the Group’s business segments is set out in Appendix 1(a) on page 68.

(b) Geographical Segments

The Group operates, through its subsidiaries and associates, in two major geographical regions ~
Hong Kong and Australia. Financial information about the Group's operations by gecgraphical
region is set out in Appendix 1(b) on page 9.
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5. Directors’ Emoluments and Senior Management Compensation

(a)} Directors’ Emoluments

Directors’ emoluments comprise payments to Directors by the Company and its subsidiaries in
connection with the management of the affairs of the Company and its subsidiaries. The
emoluments of each of the Directors of the Company are as follows:

Basic
Salaries,
Allowances Retirement 2004 2003
& Other Scheme Total Total
Fees Benefits Contributions Bonuses Emoluments  Emoiuments
Name of Directors $ million $ million $ million $ million $ million $ miltion
Executive Directors i 7
George C. Magnus 0.12 0.03 ~ - 0.13
Chairman
Canning Fok Kin-ning 0.07 0.24 -~ - 0.28
Deputy Chairman
Tso Kai-sum 0.07 6.55 ~ 6.66 11.94
Group Managing Director
Andrew J. Hunter! 0.07 4,16 0.44 3.26 7.30

Group Finance Director

Kam Hing-lam 0.07 0.05 - - m

Francis Lee Lan-yee 0.07 4.36 0.01 3.24 7.61
Director & General Manager
{Engineering)
Victor Li Tzar-kuoi 0.07 0.18 - - 0.21
Frank John Sixt 0.07 0.04 - - 0.09
Non-executive Directors
Ronald Joseph Arculli® 0.12 0.05 - - 0.11
Susan M.F. Chow 0.07 0.02 - - 0.07
Holger Kluge?® 0.08 - - - 0.05
Ralph Raymond Shea?® 0.12 0.03 - - 0.08
Wong Chung-hin®@ 0.12 0.07 - - 0.11
Ewan Yee Lup-yuen 0.07 0.03 - - 0.08
Total for the year 2004 1.19 15.81 0.45 13.16 28.15
Total for the year 2003 0.75 15.43 0.48 11.49 28.15
Notes:

(1) During the year, Mr. Andrew J. Hunter received director’s fees of THB212,600 from Ratchaburi Power
Company, Limited, an associate of the Group. The director’s fees were then paid back to the Company.

(2} Independent non-executive directors.

(3) Members of the Audit Committee.




(b) S‘enior Management Compensation

The five highest paid individuals in the Group included three directors (2003 : three) whose total
emoluments are shown above. The emoluments.of the other two individuals (2003 : two) who

- comprise the five are set out below:

2004 2003
$ mittion $ million
Salaries and other benefits : : 9.74
Retirement scheme contributions 3 0.89
0| 10.63
The total emoluments of the two individuals (2003 : two) are within the following bands:
2004 2003
‘ Number Number
$4,000,001 to $4,500,000 -
$4,500,001 to $5,000,000 1
$5,500,001 to $6,000,000 1
Operati%ng Profit
2004 2003
$ million $ million
Operating profii is shown after charging/(crediting):
Finance gosts:: ‘,
Interest on overdrafts, bank loans and other borrowings
repayable within 5 years 741
Interest on other borrowings 29
Less: interest capitalised to fixed assets (121)
ihterest transferred to fuel cost (3)
‘ 646
Depreciation 1,777
Costs of inventories 1,004
Staff costs 541
Operating lease charges - equipment 28
Fixed assets written off 34
Auditors’ remuneration 3

v

Interest expenses have been capitalised at the average rate of approximately 2.9% p.a.

(2003 35% p.a.) for assets under construction.

The profit attributable to shareholders includes a profit of $6,807 million (2003 : $3,692 million) which

has been dealt with in the financial statements of the Company.
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7. Employee Retirement Benefits

(a) Defined Benefit Retirement Scheme

The Company and its principal subsidiaries operate two Retirement Schemes which cover
substantially all permanent staff in the Group. The Schemes are established under trust and are
registered under the Occupational Retirement Schemes Ordinance. They are defined benefit in
nature whereby the retirement benefits are based on the employee’s final basic salary and length
of service. The assets of the Schemes are held independently of the Group’s assets in separate
trustee administered funds.

The funding policy in respect of the Schemes is based on valuations prepared periodically by
independent professionally qualified actuaries at Watson Wyatt Hong Kong Limited. The policy on
employer’s contributions is to fund the Schemes in accordance with the actuary’'s recommendations
on an on-going basis, whereas employees’ contributions, if applicable, are fixed at 5% of basic
pay. The appointed actuary, represented by Mr. A. Wong, FSA, FCIA, has carried out valuations
as at 1st January 2004 of both Schemes and the valuations revealed that the Scheme assets in
each case were sufficient to cover the respective discontinuance liabilities as at the valuation
date.

Retirement scheme costs charged to the Profit and Loss Account for the year ended

31st December 2004 were determined in accordance with the Statement of Standard Accounting
Practice 34 "Employee Benefits”, under which the Schemes are required to be valued using the
“Projected Unit Credit Method”.

{i) The amount recognised in the Balance Sheet is as follows:

Group Company
2004 2003 2004 2003

$ million $ million $ million $ million

Present value of funded obligations : 3,701 E 321
Fair value of scheme assets ? (3,639) - {311 (278)
Net unrecognised actuarial losses ' e (32)

The plan assets include ordinary shares issued by the Company with a fair value of $7 million
(2003 : $ Nif).

(il Movements in the net liability/(asset) recognised in the Balance Sheet are as follows:

Group Company
2004 2003 2004 2003
$ mitlion $ million $ million $ million
At 1st January 9
Expenses recognised in the
Profit and Loss Account 10

Contributions paid to the schemes e 35) L (8)

At 31st December i RE (144) 11

Represented by:
Employee retirement benefit assets
Employee retirement benefit liabilities




(i) Expense recognised in the Profit and Loss Account, prior to any capitalisation of employment
costs attributable to fixed assets additions, is as follows:

2004 2003
$ million $ million

Current service cost

~Interest cost
Expected return on scheme assets
Net actuarial losses recognised

Reooghised in the foliowing line items:

2004 2003

$ million $ million

Direct costs 77
Other operating costs 64
| 121
Actual return on scheme assets - gain 593

(iv) . The principai actuarial assumptions used as at 31st December (expressed as weighted
average) are as follows: ‘

Group and Company

2004 2003

‘ Discant rate 5.5%

' Expected rate of return on scheme assets 7.5%
Future salary increase rate 5.0%
Future pension increase rate 2.5%

(b} Defined Contribution Retirement Scheme

Sincé the introduction of the Hong Kong Manda:tory Provident Fund Scheme in December 2000,
all new récruits are enrolled in that Scheme instead of the existing retirement schemes.

2004 2003
$ million

2

Expenses recognised in the Profit and Loss Account
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8. Income Tax

2004 2003
$ million $ million

Current Tax - Provision for Hong Kong Profits Tax
The Company and its subsidiaries - 1,048 | 1,092

Deferred Tax

Origination and reversal of temporary differences 75
Effect of increase in tax rate on deferred tax balances at 1st January 431
The Company and its subsidiaries - Hong Kong (see note 22(a)) 506
Associates — overseas 113
619
Total income tax expenses 1,711
Hong Kong Profits Tax has been provided for at the rate of 17.5% (2003 : 17.5%) based on the
estimated assessable profit for the year. Overseas taxation has been provided for at the applicable
rate on the estimated assessable profit.
Reconciliation between tax expense and accounting profit at applicable tax rates:
2004 2003
$ million $ million
Profit before taxation 33 7,635
Notional tax on profit before taxation, calculated at the rates
applicable to profits in the tax jurisdictions concerned 1,407
Tax effect of non-deductible expenses 20
Tax effect of non-taxable revenue (147)
Tax effect of temporary differences not recognised (1)
Tax effect of unused tax (gains)/losses not recognised 3
Tax effect on rebated Rate Reduction Reserve (2)
Effect on opening deferred tax balances resulting
from an increase in tax rate during the year 431

Total income tax expenses




9. Scheme of Control Transfers

The finahcia! oberations of The Hongkong Electric Company, Limited ("HEC"), a wholly-owned
subsidiary of the Company, are governed by a Scheme of Control (*“SOC”) agreed with the Hong Kong
SAR Government which provides for HEC to earn a Permitted Return (see note 1(h)(i)). Any difference
between this Permitted Return and the SOC net revenue as calculated in accordance with the SOC
must be transferred to/(from) a Development Fund from/(to) the Profit and Loss Account of HEC.
Where the SOC net revenue is less than the Permitted Return, the amount transferred from the
Development Fund to the Profit and Loss Account shail not exceed the balance of the Development
Fund. In addition, 8% of the average balance of the Development Fund is transferred from the Profit
and Loss Account of HEC to a Rate Reduction Reserve, which is subsequently rebated to customers.
Moverﬁénts on the Development Fund and Rate Reduction Reserve are as follows:

(a) Dey‘elopment Fund

10. Dividends

2004 2003
$ million $ million
At 1st January ' 139
Transfer to Profit and Loss Account (139)
‘At“31st December -
(b) Rate Reduction Reserve
2004 2003
‘ $ million $ million
At 1:st January : 10
Transfer from Profit and Loss Account 6
Rebate to customers (11)
At 31st December 5
(a) Dividends attributable to the year

2004 20083
‘ $ million $ million

Intefim dividend declared and paid o
of 58 cents per share (2003 : 58 cents per share) 1,238

Proposed final dividend after the balance sheet date

of $1.19 per share (2003 : $1.13 per share) 2,412
3,650

The proposed dividend is based on 2,134,261,654 shares (2003 : 2,134,261,654 shares), being
the total number of issued shares at the year end. The final dividend proposed after the balance
sheet date has not been recognised as a liability at the balance sheet date.

(b) Dividends attributable to the previous financial year, approved and paid during the year

2004 2003
$ million $ million

Final dividend in respect of the previous financial year, approved and
paid during the year, of $1.13 per share (2003 : $1.13 per share)

2,412
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11.

12.

Earnings Per Share

The calculation of earnings per share is based on profit attributable to sharehoiders of $6,280 million
(2003 : $6,057 million) and 2,134,261,654 shares (2003 : 2,134,261,6854 shares) in issue throughout

the year.

There were no dilutive potential ordinary shares in existence during the years ended 31st December

2004 and 2003.

Fixed Assets

Plant,
Machinery Assets

Leasehold and Under
$ million Land Buildings  Equipment Construction Total
Group
Cost
At 1st January 2004 3,193 11,336 45,333 3,000 62,862
Additions - 3 180 2,063 2,246
Transfers between categories 4 52 1,039 (1,095) -
Disposals (9) 7) (123) - (139)
At 31st December 2004 3,188 11,384 46,429 3,968 64,969
Accumulated Depreciation
At 1st January 2004 332 2,796 14,710 - 17,838
Written back on disposal - (4} (89) - (93)
Charge for the year 65 311 1,572 - 1,948
At 31st December 2004 397 3,103 16,193 - 19,693

Net Book Value
At 31st December 2004

At 31st December 2003

2,861

8,540

30,623

3,000

45,024

The above are mainly electricity-related fixed assets in respect of which financing costs capitalised
during the year amounted to $108 million (2003 : $121 million).

Group leasehold land at 31st December 2004 is held in Hong Kong and comprises $61 million
(2003 : $75 rhillion) and $2,730 million (20083 : $2,786 million) of long-term and medium-term

leasehold land respectively.

Group assets under construction at 31st December 2004 included leasehold land of $823 million
{2003 : $788 million) which is held in Hong Kong for the medium-term.

Depreciation charges for the year included $143 million (2003 : $150 million), relating to assets utilised
in development activities, which have been capitalised in accordance with Statement of Standard
Accounting Practice No. 17 on Property, Plant and Equipment.




13.

14.

15.

16.

interest in Subsidiaries

Company
2004 2003
$ million $ million
Unlisted shares, at cost : ‘ 2,417
Loan capital (see note below) 19,490
Amounts due from subsidiaries 6,478
28,385

Loan oapita1 is paid to The Hongkong Electric Company, Limited. These interest free lcans, defined as
“Loan Capital”.in the Scheme of Control Agreement effective 1st January 1994, are not repayable
without the prior agreement of the Government.

Particulars of the principal subsidiaries are set out in Appendix 2 on page 70.

Interest in Associates

Group
2004 2003
$ miition $ million
Share of net assets 877
Loans to associates (see note below) 7,136
Amounts-due from associates 412
S : 8,425

Included in the loans 1o asscciates, $6,556 million (2003 : $6,335 miilion) are subordinated loans. The
rights in'respect of these loans are subordinated to the rights of any cother lenders to the associates.

Particulars of the principal associates are set out in Appendix 3 on page 71.

Other Investments

Group
2004 2003
$ million $ million
Unlisted équi‘ty"securities : 7
Invent§ries
Group
2004 2003
$ million $ million
Work in progréss 1
Coal and fuel ail 86
Stores.and materials (see note below) 281
368

Included in stores and materials is capital stock of $176 million (2003 : $194 million) which was
purchased for the future maintenance of capital assets. Stores and materials of $47 million
{2003 : $45 million) are stated net of specific provisions to reflect their estimated net realisable value.
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17. Trade and Other Receivables

Group Company
2004 2003 2004 2003

$ miilion $ million $ million $ million

Demand Side Management account
(see note (a) below)

Debtors {see note (b) below) 3
3
(a) The Hongkong Electric Company, Limited reached an agreement with Government in 2000 to
carry out Demand Side Management (‘DSM”") programmes to promote energy and maximum
demand savings among non-domestic customers. The DSM account at the year end represents
the costs spent on DSM programmes which, as agreed with Government, will be recovered from
non-domestic customers by applying DSM surcharges in subsequent years. Movements on the
DSM account are as follows:
Group
2004 2003
$ million $ million
At 1st January 45 37
Programme costs incurred 8
At 31st December 45
{b) Debtors’ ageing is analysed as follows:
Group Company
2004 2003 2004 2003
$ million $ million $ million $ miilion
Within 1 month " 528 EL -
1 to 3 months overdue 5 - 25 < : -
More than 3 months overdue but )
less than 12 months overdue -
Total trade debtors (see note below) -
Deposits, prepayments and
other receivables 3
3

Electricity bills issued to domestic, small industrial, commercial and miscellaneous customers of
electricity supplies are due upon presentation whereas maximum demand customers are allowed
a credit period of 16 working days. If settlements by maximum demand customers are received
after the credit period, The Hongkong Electric Company, Limited is entitled to add a surcharge of
5% to the respective bills.




18. Fuel“CIause Account

19.

The ‘rebajte per.unit of electricity sales was 8.10 cents from January to March 2004 and 4.1C cents
from‘Apfil to December 2004 (2003 : 6.13 cents). Movements on the Fuel Clause Account were as
follows: |

Group
2004 2003

$ million $ million

At 1st January. 1,235
Transfer from Profit and Loss Account )8 (728)
Rebate during the year

At 31st Décember

This é‘ccéunt, ihclusive of interest, has been and will continue to be used to stabilise electricity tariffs
(see hote 1(h)).

Tradé abd ther Payables

Group Company
2004 2003 2004 2003
$ million $ mitlion $ million $ million
Creditors (see note below) g e 1,07 ) 912 § 36
Current portion of deferred creditors e i E
(see note 21) 292l 212 | -
7,282 1,124 3 36
Crediiors"‘ageihg Is analysed as follows: FH %
Due within 1 month z A6 341 11
Due between 1 month and 3 months 5 28 241 -
Due between 3 months and 12 months = BE6E 301 1
o SE 1,042 883 12
Other payables | 35 29 | 24
| | 1,07 912j 36
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20. Non-current interest-bearing Borrowings

Bank loans
Current portion

Hong Kong dollar notes (see note below)
Current portion

Total

Group
2004

$ million

Hong Kong doliar fixed rate notes bear interest at rates between 4.13% p.a. to 7.35% p.a.
(2003 : 4.5% p.a. to 7.783% p.a.), while interest on floating rate notes are determined with reference to
the Hong Kong Interbank Offered Rate. Detaits of issuers of Hong Kong doflar notes are set out in

Appendix 2 on page 70.

These borrowings have final maturities extending up to 2014 and are repayable as follows:

Hong Kong
Bank Loans Dollar Notes
$ million 2004 2003 2004 2003
Within 1 year | ‘
After 1 year but within
2 years
After 2 years but within
5 years

After 5 years

- 2004

Total

2003
$ miltion

2003
2,436

1,126

7,561
1,500

12,623

Interest rates on the borrowings are either fixed or floating and determined with reference to the Hong

Kong Interbank Offerad Rate or Australian Bank Bill Swaps Reference Rate:

2004
Interest
Rate

Fixed rate borrowings and borrowings

swapped to fixed rate 8,898 4.1-7.3

Floating rate borrowings and borrowings ;
swapped to floating rate 3,334

$ million % p.a.

2003
Interest
Rate
$ million % p.a.
9,400 4.1-7.9
3,223

12,623




21.

22,

Deferred Creditors and Other Payables

Group
2004
$ million
Deferred creditors ﬁm W ';9 :
Current portion of deferred creditors (see note 19) éﬂéw 2N

Other payables

Deferredj Credit?ors are repayable as follows (see note below):
Within 1 year - . '

After 1 year but within 2 years j%
After 2 years but within & years 2o
After 6 years but within 10 years 32
T e
[ AT o o6,

P (£ 0 ks

2003

$ million
Q72
212)

760

212
212
534

14

972

Defe‘rredf Credifors are unsecured and bear interest at a margin over Hong Kong Interbank Offered

Rate with final maturities up to 2011,

Deferred Taxation

(&) Movjeme‘n‘ts in deferred taxation during the year are as follows:

Group
2004 2003
$ miilion
At 15t January 4,598
Transfer from Profit and Loss Account {see note 8) 506
At 31st December 5,105
(b} Major components of deferred tax liabilities are set out below:
Group
2004 2003
$ million $ million
- Tax éffects‘ of:
Depreciation allowances in excess of related depreciation 4,898
Fueliclause rebates 201
Contributions to employee retirement schemes 6
5,105
(¢} Deferred tax assets have not been recognised in respect of the following items:
Group Company
2004 2003 2004 2003
$ million $ million

$ million $ million

Deductible temporary differences
Tax losses

it e
R ni%
w o

. The deductible temporary differences and tax losses do not expire under current tax legislation.
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23. Share Capital

Company
Number of 2004 2003

Shares $ million $ million

Authorised
Ordinary shares of $1 each 3,300,000,000 3,300
Issued and fully paid
Ordinary shares of $1 each 2,134,261,654 2,134
24. Notes to the Consolidated Cash Flow Statement
Reconciliation of profit before taxation to cash generated from operations
2004 2003
$ million $ miltion
Profit before taxation 7,635
Adjustments for:
Share of results of associates (241)
Interest income (797)
Dividend income from other investments (4)
Finance costs 649
Depreciation 1,777
Fixed assets written off 34
Net profit on disposal of fixed assets (351)
Net realised and unrealised gains on
other investments carried at fair value (44)
Exchange gain -
Operating profit before changes in working capital 8,658
(Increase)/decrease in inventories 16
(Increase)/decrease in trade and other receivables 19
(Increase)/decrease in Fuel Clause Account 88
Increase in trade and other payabies,
excluding current portion of deferred creditors 1
{increase)/decrease in net employee retirement benefits 5
Cash generated from operations 8,787




25. Related Party Transactions

Th‘e‘G‘ro‘up had the following significant related party transactions during the year:

(@)

The“Group and Cheung Kong Infrastructure Holdings Limited each acquired a 50% interest in
ETSA Utilities Partnership, CKI/HE! Electricity Distribution Pty Limited, Powercor Australia LLC,
Povx{ercor Australia Limited and CKI/HE! Electricity Distribution Two Pty Limited. ETSA Utilities
Partnership operates and manages the electricity distribution business in the State of South
Australia. CKI/HE! Electricity Distribution Pty Limited, Powercor Australia LLC and Powercor
Australia L|rn|ted operate and manage an electricity distribution business in the State of Victoria,
Austraha CKI/HE Electricity Distribution Two Pty Limited operates electricity distribution business
through CitiPower 1 Pty Limited, which is another one of the five electricity distributors in the State
of Victoria, Australia.

Thrée wholiy-owned overseas subsidiaries, incorporated in Australia, obtained funds from external
financial institutions, which were on lent to these associates. The loans are unsecured, carry the
same interest rates at which the subsidiaries obtéined the funds from various financial institutions

‘ ‘plus a margin in respect of the loan agreements and are repayable on demand (where applicable,

subject to the subordination arrangements agreed with these associates’ senior creditors).

The Group and Cheung Kong Infrastructure Holdings Limited each ultimately owned 50% interest

in-CKI/HEI Electricity Assignment Limited, which'assumed all the obligations under an assignment
of a shareholder loan with CitiPower | Pty Limited. A wholly-owned overseas subsidiary advanced

a Shereholoer loan to CKI/HE! Electricity Assignment Limited for the completion of the assignment.
The loan is. interest bearing, unsecured and repayable on demand.

At 31st December 2004, the total outstanding interest bearing loan balances due from these
associates to the subsidiaries were $7,337 mittion {2003 : $7,090 million) (see note 14). Interest
mcome receNed/recelvabIe from the subsidiaries: amounted to $846 million (2003 : $783 million)

for the year.

‘ on 10th September 2004, Hongkong Electric Holdlngs Limited (“HEH") and Cheung Kong

Infrastructure Holdings Limited ("CKI") entered into an agresment under which HEH agreed to
purchase, or procure the purchase by its wholly-owned subsidiary, of the entire issued share
capit_eJ of Alpha Central Profits Limited (“Alpha”). 3A|pha is a newly formed wholly-owned indirect

~ subsidiary of CKi that owns 19.9% of the issued share capital of Gas Network Limited. Gas

Network Limited has agreed to acquire B!eckwater F Limited ("Blackwater”), a newly formed
wholly -owned subsidiary of Transco plc that will, at completion of a hive down agreement, own
the North of England Gas Distribution Network bussness in the United Kingdom presently carried
on by Transco plc. HEH will also assume certain obhgatlons of CKl under the Gas Network
Shareholders Agreement in respect of Alpha. Prior to completion of the Blackwater acquisition,
A!phe will subscribe approximately E104,276,000‘%“;for new share capital in Gas Network Limited,
which will répresent approximately 19.9% of the net consideration payable by Gas Network
Limited on completion of the Blackwater acquisition. Commitments in relation to this acquisition
are included in note 27. At the Extraordinary General Meeting of HEH held on 14th December 2004,
the ordinary resolution to approve the Alpha achisition on the terms and subject to the
conditions of the related acquisition agreement was duly passed by the HEH's independent
shareholders b
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26.

27.

28.

Operating Lease

Analysis of future minimum lease payments by the Group under a non-cancellable equipment
operating lease at the balance sheet date are as follows:

Not iater than 1 year
Later than 1 year and not later than 5 years
l_ater than 5 years

Under the non-cancellable eguipment operating lease agreement, the lessee has an option to
purchase all of the equipment at the fair market value as at the lease maturity date.

Commitments

The Group’s commitments outstanding at 31st December and not provided for in the financiat

statements were as follows:

Contracted for:
Capital expenditure
Investment in associate
Other investments

Authorised but not contracted for:
Capital expenditure

Contingent Liabilities

Guarantees have been execuied in respect of
banking facilities available as follows:
To the subsidiaries
To the associate

Other guarantees given in respect of:
Subsidiaries
Associate
Others

Group
2004 2003
$ million $ million
62
248
46
356

Group Company
2004 2003 2004 2003
$ million $ million $ million $ million
1
Group Company

2004 2003 2004 2003
$ million $ million $ million $ million
6,276 6,097
- 8
4,866 5,130
35 ] 36
45 -
- 11,216 11,271




29.

30.

31.

Off-balance‘Sheet Financial instruments

The Group employs derivatives to manage its foreign currency and interest rate risks. The types and
Contr.acfed notional amounts of derivative transactions outstanding as at 31st December 2004 were

as follows:

2004 2003

$ million $ million

Cross currency and interest rate swaps 2,087
Interest fate swaps and caps 17,248
Forward rate agreements -
Foreign exchange forwards 2,061
21,394

Review of Financial Statements

The ﬁnahciai statements have been reviewed by the Audit Committee.

Recently Issued Accounting Standards

The Hong Kong Institute of Certified Public Accountants has issued a number of new and revised
Hong Kong Financial Reporting Standards and Hong Kong Accounting Standards (“new HKFRSs")
which. are: effective for accounting periods beginning on or after 1st January 2005.

The Group has not early adopted these new HKFRSs in the financial statements for the year ended
31st‘De‘cembé‘r“ 2004. The Group has carried out a preliminary assessment and has so far concluded
that the édoptipn- of these new HKFRSs in 2005 would not have a significant impact cn the Group's
results of operations and financial position.

The Group will be continuing with the assessment of the impact of the new HKFRSs and other
signifioant changes may be identified as a result.
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Appendix 1
Segment Information

(a)

Business Segments

For the year ended 31st December

$ million

Revenue
Group turnover
Other revenue

Segment revenue

Result
Segment result
interest income
Finance costs

Operating profit
Share of results
of associates

Profit before taxation
Income tax

Profit after taxation
Scheme of Control
transfers

, 180)

Profit attributable
to shareholders

At 31st December

Assets

Segment assets

Interest in associates

Bank balances and
other liguid funds

Consolidated total
assets

Liabilities

Segment liabilities

Current and deferred
taxation

interest-bearing
borrowings

Rate Reduction
Reserve

Development Fund

Consolidated total
liabilities

Other information
Capital expenditure
Depreciation

Sales of
Electricity
2004 2003

11,199
374

11,356
52'

6, 744

6, 661 6,965

{(1,597)

5,481 SEGECLL
5 481 5,501

Infrastructure Unallocated
Investments & Other Items
2004 2003 2004 2003 2004

| 7160
(83) (195) 486
| 6,661 LS

362 332

312

571
129 (113)

48,343

9,198
1,426
58,067

2,648 -

5,466

| 12,997

Consolidated

2003
1

47,823
8,425

464
56,712

2,381
5,406

13,599

2,108
1,927




(b) Geogra;ﬁhical Segments

For the year ended 31st December

Unallocated
‘ Hong Kong Australia & Other items Consolidated

$ million . 2003 2003
Revenue
Group turnover 2 11,250
Other revenue - 486
Segment revenue 2 11,736
Result
Segmerit result 5 1 7,243
Interest income 783 797
Finance costs - (451) (646)
Operating profit 333 7,394
Share of results

of asscciates 239 241
Profit before taxation 572 7,635
Income tax (113) (1,711)
Profit- after taxation 459 5,924
Scheme of Control

transfers - 133
Profit attributable

to shareholders 459 6,057
At 31st December
Assets ' ‘
Segment assets 8
interest in associates 8,329
Bank balances and

other liguid funds -
Consolidated total

assets 8,337

Other informétion
Capital expenditure
Depreciation
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Appendix 2

Principal Subsidiaries

The following list contains only the particulars of subsidiaries as at 31st December 2004 which principally
affected the results, assets or liabilities of the Group:

Percentage
Issued of Equity Place of
Share Capital Held by the Incorporation/ Principal
Name and Debt Securities Company Operation Activity
The Hongkong Electric Company, Limited HK$2,411,600,000 100 Hong Kong  Electricity generation
BEEEEBERLRA and supply
Associated Technical Services Limited HK$1,000,000 100 Hong Kong Consulting
Cavendish Construction Limited HK$4,200,000 100 Hong Kong Contracting
Fortress Advertising Company Limited HK$2 100 Hong Kong Advertising
Hongkong Efectric Fund Management Limited HK$20 100 Hong Kong Trustee
Gusbury Enterprises Incorporation Uss2 100  Panama/Hong Kong Investment holding
HKE international Limited US$1 100  British Virgin Islands/ Investment holding
Hong Kong
Hongkong Electric (Natural Gas) Limited UsS$1 100  British Virgin Islands/ Investment holding
Hong Kong
Hongkong Electric (Cayman;) Limited US$1 and 100 Cayman Islands/ Financing
HK$1,000 million Hong Kong
Hong Kong dollar notes
(see note 20)
Hongkong Electric Finance (Cayman) Limited US$1 and 100 Cayman Islands/ Financing
HK$1,50C million Hong Kong
Hong Kong doliar notes
(see note 20)
Fenning Limited HK$20 100 Hong Kong Contracting
Dunway Investment Limited Usst 100 British Virgin Islands Investment
Hongkong Electric International Limited Uss$1 100 British Virgin Islands Investment holding
Hongkong Electric Finance Limited USSH 100  British Virgin Islands/ Financing
HK$&00 million Hong Kong
Hong Kong dollar notes
(see note 20)
HEI Investment Holdings Limited HK$2 100” Hong Kong Investment holding
Rayong Energy Developments Limited US$1 100" British Virgin Islands/ Investment holding
Hong Kong
Sigerson Business Corp. Us$t 100*  British Virgin Islands Investment holding
HE! Utllities (Malaysian) Ltd A$637,510 100*  DBritish Virgin Islands investment holding
HE! Power (Malaysian) Ltd A$52,5610 100" British Virgin lslands Investment holding
Hong Kong Electric International AS1 100" Australia Financing
Finance (Australia) Pty Limited
HEI Transmission Finance (Australia) Pty Limited A%12 100” Australia Financing
HEI Utilities Development Limited A$280,010 100* Bahamas Investment holding
HE! Distribution Finance {Australia) Pty Limited A$100 100* Australia Financing
Riverland Investment Limited US$1 100 British Virgin Islands Investment holding
Hongkong Electric International Power Uss2 100" Mauritius Investment holding
(Mauritius) Limited
Kentson Limited UsS$1 100" British Virgin Islands Investment holding
Alpha Central Profits Limited US$1 100"  British Virgin Islands Investment holding

* Indirectly held




Appendix 3

Principal Associates

The following list contains only the particulars of associates as at 31st December 2004 which principally

affected the results or assets of the Group:

Percentage
of Group's Place of
. : Issued Effective Incorporation/ Principal

Name o Share Capital Interest Operation Activity

Secan Limited ! HK$10 20% Hong Kong Property

development

ETSA Utilities Partnership (see note (a) 50% Australia Electricity

‘ below) distribution

CKI/HEI Electricity Distribution A$200 50% Australia Investment
Holdings (Australia) Pty holding
Limited (see note (b} Lelow)

CKI/HEI Electricity A$200 50% Australia Electricity
Distribution Pty Limited distribution
(see note (¢) below)

CKI/HEI Electricity . A$200 50% Australia Electricity
Distribution Two Pty.Limited distribution
(see note (d) below)

CKI/HE! Electricity Assignment us$2 50% British Virgin Investment
Limited Islands holding

Ratchaburi Powér Company, THB1,665,000,000 25% Thailand Electricity
Limited (“RPC") generation
(see note (e)-below) and supply

Notes:

(a) ETSA Utilities Partnership is an unincorporated body formed by five companies, namely, HEI Utilities Development Limited,
CKI Utilities: Development Limited, HEI Utilities Holdings Limited, CKI! Utilities Holdings Limited and CKI/HE! Utilities
Distribution Limited, to operate and manage the electricity distribution business in the State of South Australia. HEI Utilities
Development Limited is a wholly-owned subsidiary of the Group. HEf Ulilities Holdings Limited, CK/ Utilities Holdings
Limited and CKI/HEI Utilities Distribution Limited are associates of the Group.

(b) This company is the holding company of CKI/HE! Eilectricity Distribution Pty Limited and CKI/HEI Electricity Distribution Two

Pty Limited.

{c) This company is the holding company of the Powercor Australia Group, comprising Powercor Pty Limited, Powercor
Australia LLC, Powercor Australia Holdings Pty Limited and Powercor Australia Limited, which operate and manage an

electricity distn'but(on business in the State of Victoria, Australia.

(d) This company is the holding company of CitiPower | Pty L/'mr'ted, which similar to Powercor Australia Group, is one of five

electricity distributors in the State of Victoria, Australia.

fe) RPC is incorporated in Thailand and is principally engaged in the development, financing, construction, instaflation, testing,
operation and maintenance of a power generating station in Thailand. Commitments in relation to the investment in this
associate are included in note 27. On 27th February 2004, the shareholding of RPC was reduced from 26% to 25% after
the finalisation of shareholding arrangements with five other shareholders.




Exiracts of Financial Statements of ETSA Utilities Partnershig

Consolidated Profit and Loss Account
For the year ended 31st December 2004

2004 2003
A$ HK$ A$ HK$
million  million Eqv.
Turnover 705 3,607
Operations and services expenses (273) (1,396)
Operating profit before interest, taxation,
depreciation and amortisation 432 2,211
Depreciation and amortisation (134) {688)
Profit before interest and taxation 298 1,523
Consolidated Balance Sheet
As at 31st December 2004
2004 2003
A$ HK$ A$ HKS
milflion million Eqv. million  million Eqv.
Non-current assets 3,981 22,818
Current assets 240 1,376
Current liabilities (270} (1,548)
3,951 22,646
Share capital 1 §]
Accumulated losses (79) (451)
(78) (445)
Non-current liabilities
- subordinated loans 1,270 7,280
- other borrowings and payables 2,759 15,811
3,951 22,646

Note: Certain comparative figures have been adjusted to conform with change in presentation.




Extracts of Financial Statements of CKI/HE! Etectricity
Distribution Holdings (Australia) Pty Limited

Consolidated Profit and Loss Account

For the year ended 31st December 2004

2004 2003
AS HK$ A% HKS$
million million Eqv. mitiion  miflion Eqv.
Turnover o1 i iien 808 4,182
Operations ah¢ services expenses (254) {1,309)
Operating proﬁt before interest, taxation,
depreciationj and amortisation 554 2,823
Depreciation and amortisation (152) (777)
Profit before interest and taxation 402 2,046
Consolidated Balaﬁce Sheet
As at 31st December 2004
2004 2003
A% HKS A% HK$
million million Eqv. million  million Eqv.
Non-current éssets i ; 4,295 24,621
Current assets 207 1,188
Current liabilities (1568) (909)
4,344 24,800
Retained profits 334 1,915
Non-current liabilities
— subcrdinated loans 1,312 7,520
- other borrowings and payables 2,698 15,485
' 4,344 24,900




Five-Year Group Profit Summary and Group Balance Sheet

Five-Year Group Profit Summary

HKS$ million

Turnover

Operating profit
Share of results of associates

Profit before taxation
Income tax

Profit after taxation
Scheme of Control transfers

Profit attributable to shareholders

Five-Year Group Balance Sheet

HK$ million

Fixed assets

Interest in associates

Other investments

Other non-current assets
Net current assets/(liabilities)

Total assets less current liabilities
Non-current liabilities

Rate Reduction Reserve
Development Fund

Net assets

Share capital
Reserves

Capital and reserves

2003 2002 2001 2000
11,250 11,605 10,867 10,643
7,394 7,677 6,715 6,348
241 163 472 2)
7,635 7,840 7,187 6,346
(1,711) {1,204) (1,127) (987)
5,924 6,636 6,060 5,359
133 (12) 96 (174)
6,057 6,624 6,156 5,185
2003 2002 2001 2000
45,024 45,202 43,955 41,592
8,425 7,910 4,783 6,326
7 405 393 891
236 228 - -
(845) (2,2286) (588) (3,035)
52,847 51,519 48,543 45,774
(17,531) (18,890) (19,108) (19,103)
{8) (10) (9) (14)
- (139) (138) (249)
35,311 32,480 29,290 26,408
2,134 2,134 2,134 2,134
33,177 30,346 27,156 24,274
35,311 32,480 29,290 26,408




Ten-Year Scheme of Control Statement

The Hongkong Electric Company, Limited

(a)

(b)

Schemé of Control

The activities of The Hongkong Electric Company, Limited (“HEC"), a wholly-owned subsidiary of the
Company, are subject to a Scheme of Control (“SOC”) agreed with the Hong Kong SAR Government. This
SOC was renewed with effect from 1st January 1994 and is effective until 31st December 2008. During this
period, each party has the right, during the year ended 31st December 1998 and the year ended 31st
December 2003, to request medification of the SOC, subject to agreement being reached by all parties.

The SOC provides for HEC to earn a Permitted Return of 13.5% of average net fixed assets plus 1.5% of
average net fixed assets acquired after 1st January 1979 from the additional shareholders’ investment as
defined in the SCC. The Permitted Return is determined after any excess capacity adjustment, in
accordance with the Annex of the SOC. No excess capacity adjustment was required in 2004. Any
difference between the Permitted Return and the SOC net revenue of HEC must be transferred to or (from)
a Development Fund from or (to) the Profit and Loss Account of HEC. Where the SOC net revenue is less
than the Permitted Return, the amount transferred from the Development Fund to the Profit and Loss
Account ishall not exceed the balance of the Development Fund. In calculating this SOC net revenue,
interest relating to the acquisition of fixed assets (whether it has been charged to revenue or capitalised) up
to 8% per annum, is added to, and a tax adjustment is made against, profit after taxation. In addition, each
year 8% 'of the average balance of the Development Fund is transferred from the Profit and Loss Account of
HEC to a Rate Reduction Reserve, the purpose of which is to rebate electricity charges to customers.

In accordance with the renewed SCC effective 1st January 1994, HEC is required to retain a SOC tax
adjustment at historicai tax rates. This tax adjustment shall be retained within HEC until such time as it may
be required to pay the tax.

Tén-Year Scheme of Control Statement for the Year Ended 31st December
HK$ million ‘ 2004 2003 2002 2001 2000 1999 1908 1997 1096 1995

En

o 11,263 11522 10,911 10643 9577 9,627 8366 7,980 7,271

Sales of electricity
Less: Transfer to Fuel
Clause ‘Account
Other Scheme of
Control:revenue

(728)  (724)  (740)  (801)  (745)  (623)  (479)  (449)  (458)

66 56 59 54 64 62 66 86 60
10,603 10,854 10,230 9,796 8896 9066 7,853 7,617 6,873

Gross tariff revenue

Fuel costs {983) 972) 917) (823) (842) (973) (1,036) (1,034) (985}
Operating costs (918) (833) (848} (845) (798) (755) (742) (711) (899)
Interest ! (195) {196) (359) {590) (648) (778} (436) (424) (241)
Depreciation (1,782) (1,671) (1,572) (1,448) (1,348) (1,382} (1,182) (1,070) (845)
Profit on disposal of

fixed assets 317 - - - - - - - -

Net revenue
before taxation

‘ : 7,042 7,182 6534 6,090 5260 5178 4587 4378 3,923
Scheme of Control taxation §

(1,193) (1,134) (1,010)  (862)  (747)  (822)  (748)  (713)  (649)

Net revenue

after taxation
Interest on

borrowed capital
Interest on incrementa

customers’ deposits

5849 6048 5524 5228 4513 435 3839 3665 3,274

218 329 524 775 790 867 780 666 601

Scheme of Control
net revenue
Transfer from/(10)

6,067 6377 6051 6006 5304 5223 4619 4331 3875

Development Fund 139 (1 111 (180} 251 2) 218 82 6
Shortfall in
Development Fund 228 - - - - - - - -

Permitted return;
Shortfall in
Development Fund
interest on,
borrowed capital
Interest on incremental

6,434 6,376 6162 5846 5555 5221 4,837 4,413 3,881

{218)  {329) {524y (775  (790)  (867)  (780)  (B66)  (601)

customérs' deposits - - 3) ) (1) - - - -
Transferto
Rate Reduction Reserve (6) (11) (15) (14) (17 27 (36) (48) (51)

Net return 5982 6036 5620 5054 4,747 4327 4021 3699 3,229




Ten-Year Balance Sheet

As at 31st December

The Hongkong Electric Company, Limited

HKS$ million 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
Non-current assets :
Fixed assets | 45,104 45,287 44,045 41,688 39,761 37,750 35,120 32,315 29,087
Employee retirement
benefit assets 220 212 - - - - - - -
45,324 45499 44,045 41688 39,761 37,750 35,120 32,315 29,087
Current assets
Coal and fuel oll 86 120 138 100 142 135 143 188 152
Stores and materials 281 292 301 299 309 291 280 275 265
Fuel Clause Account 1,147 1,235 1,216 981 262 186 - - -
Trade and other receivables 1,018 1,038 664 633 641 525 486 416 348
Bank balances 3 2 5 12 9 - - 6 i
2,535 2,688 2,324 2025 1363 1,137 909 885 766
Current liabilities
Bank loans and other
borrowings (8,269) (9,266) (7,844) (6,573) (5,992) (5,176) (4,680) (4,901) (3,326)
Fue! Clause Account - - - ~ 7 (20) (108)
Trade and other payables {1, Oﬂ) (1, 242) (1,858) (1,511) (1,867) (2,309) (2,351) (1,957) (3,024)
Current taxation (2 (301) (419) (792) (209) (227) (179) (142) (204) (83)
(8,7 (9,581) (10,827) (10,594} (8,293) (8,086) (7,664) (7,180} (7,082) (6,506}
Net current liabilities | (7,046) (8,239) (8,270) (6,268} (6,723) (6,527) (6,271) (6,197) (5,740)
Total assets less
current liabiiities <8 38278 37,260 35775 35420 33,038 31,223 28,849 26,118 23,347
Non-current liabilities
Bank loans and other ]
borrowings (3,852) (7,295) (8,036) (9,639} (8,790) (8,444) (8,343) (5,649} (3,461
Deferred creditors {760) 972} (1,184) (1,362} (1,770) (2,036) (1,734} (3,103} (4,064}
Customers' deposits {1,387) (1,350) (1,302} (1,242) (1,169} (1,131) (1,084) (1,016) (958)
Employee retirement
benefit liabilities (68) {57) - - - - - - -
Deferred taxation (Note 4) (5,106) (4,599) - - - - - - -
(11,172) (14,273) (10,522) (12,243) (11,729) (11,611) (11,161} (3,768) (8,483}
Rate Reduction Reserve (Note 7) (5) (10) (9) (14) 21) (62) (92) (93) {80)
Development Fund (Note 2) - (139)  (138)  (249) (89)  (340)  (338)  (556)  (638)
Net Assets E 27,101 22,838 25106 22,914 21,199 19210 17,258 15701 14,146
Capital and Reserves
Share capital 2,411 2,411 2,411 2,411 2,411 2,411 2,411 2,411 2,411
Reserves (Notes 3 & 4) - 937 2,480 2,201 1,875 1,724 1,390 1,066 730
Proposed dividend 5200 1,903 4311 3,817 3945 3,518 3,036 2,828 2,409
7611 5251 9,182 8,528 8331 7,653 6837 6305 5550
Loan capital 19,490 17,587 15,924 14,385 12,868 11,557 10,421 9,396 8,506
27,101 22838 25106 22914 21,199 19,210 17,258 15,701 14,146
Notes:

(1) The purpose of this reserve is to reduce, by means of rebates, electricity tariffs to customers.

(2) The main purpose of the development fund is to assist in financing the acquisition of fixed assets and it is not part of

shareholders’ funds.

(3)

Up to 2001, these reserves include a Scheme of Controf tax adjustment, calculated in accordance with the renewed

Scheme of Control Agreement effective 1st January 1994. These represent the accumulated difference between
depreciation and the Inland Revenue tax allowances, applying the tax rate applicable to each respective year. This Scheme
of Contro!f tax adjustment was required to be retained within The Hongkong Electric Company, Limited (“HEC") until such
time as it may be required to pay the tax. Starting from 2002 following the implementation of Hong Kong Statement of

Standard Accounting Practice No. 12 [revised) “Income Taxes”, a deferred tax liability has been recognised on HEC's

balance sheet and this Scheme of Control tax adjustment is no longer considered necessary.

{4)

Hong Kong Statement of Standard Accounting Practice No.12 (revised) “Income Tax” was first effective for accounting

periods beginning on or after 1st January 2003. In order to comply with this revised Statement, the Group adopted a new
accounting policy for deferred tax in 2003. Figures for 2002 have been adjusted. However, it is not practicable to restate
earlier years for comparison purposes.




Ten-Yean?@peratﬁng Statistics

The Hongkong Electric Company, Limited

| 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995

Units Sold (Millions of kWh) |0
Commercial . ' 7,596 7,709 7,456 7,141 6875 6,781 6401 6,148 5782
Domestic 2,346 2,443 2,359 2346 2,288 2,448 2212 2243 2,089
Industrial 47 490 496 505 490 464 466 482 509
Total {Miltions-of kWh) (Note 1) 10,413 10,642 10,311 9,992 9653 9693 9079 8873 8380
Annual increase (%) (2.2) 3.2 3.2 3.5 (0.4) 6.8 2.3 59 1.5
Average Net Tariff.(Cents per kWh)
Basic Tariff ‘ 1085 1085 1057 1057 99.4 99.4 92.2 89.9 86.8
Fuel Clause Rebate {6.1) {7.1) 9.3) (15.2) (8.5) 8.5) {5.4) (6.0 6.0)
Special Rebate . . ‘ {1.0) - - - - - - - -
Rate Reduction Repate 0.1} 0.1) ©.2) {0.2) (0.6} {0.6) (0.4) (0.4) {0.4)
Net Tariff {Cents per kWh} w1018 1013 96.2 90.3 90.3 90.3 86.4 835 80.4

! ‘ | (Note 3)
Number of Customers (000's) 547 544 536 526 519 513 513 504 493
Installed Capacity (MW)
Gas Turbines and Standby Units 920 920 805 805 805 805 805 805 805
Coal-Fired Units 2500 2500 2,500 2500 2,500 2,500 2,500 2150 2,150
Total {MW) 3,420 3,420 3305 3,305 3305 3305 3305 2955 2,955
System Maximum Demand (MW) 2,440 2436 2,516 2,417 2343 2316 2,205 2,118 2,006
Annual Increase (%) 0.2 (3.2) 41 3.2 1.2 5.0 41 56 {0.7)
Annual Load Factor (%): 5563 55.2 53:0 53.5 53.4 54.2 53.5 54.3 54.2
Thermal Efficiency (%) - 353 354 35.5 358 358 35.9 35.8 35.8 35.3
Coal-Fired Plant Availability {%) 87.0 88.2 87.9 84.3 87.1 89.2 91.0 90.8 91.9
Number of Switc‘hing‘ Stations 23 22 20 20 20 18 18 17 17
Number of Zone“S‘ubst‘ations‘ 28 26 25 25 25 23 23 22 22
Number of Consumer Substation : 3531 3,487 3444 3391 38309 3230 3172 3101 3,021
Number of Employees ‘ 2,002 2,168 2277 2,325 2403 2,490 2,542 2,625 2,700
Capital Expenditure ($ Million) 2,106 3145 4133 3,549 3,622 4248 4,107 4424 5459

Notes:

(1) 2002 included a one-off adjustment arising from a change in the recognition of electricity units sold during the year.

{2) Appﬁcable from April 2004 to December 2004.

(3) Applicable frbm January 2003 to March 2004.




Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the Annual General Meeting of Shareholders of the Company will be held
in the Ballroom, 1st Floor, The Harbour Plaza, 20 Tak Fung Street, Hung Hom, Kowlioon, Hong Kong on
Thursday, 12th May 2005 at 12:00 noon for the following purposes:

Ordinary Business

1. To receive and consider the Statement of Accounts and the Reports of the Directors and Auditors for
the year ended 31st December 2004.

2. To declare a final dividend.
3. To re-elect retiring Directors.

4.  To appoint Auditers and authorise the Directors to fix their remuneration.

Special Business
5.  To consider and, if thought fit, pass the following resolution as an Ordinary Resolution:
“THAT:

{a) a general mandate be and is hereby unconditionally given to the Directors during the Relevant
Period to issue and dispose of additional shares of the Company not exceeding twenty per cent
of the existing issued share capital of the Company as at the date of passing this resolution, such
mandate to include the granting of offers or options (including bonds and debentures convertible
into shares of the Company) which might be exercisable or convertible during or after the Relevant
Period; and

{b) for the purpose of this resolution;

“Relevant Period” means the period from the passing of this resolution until whichever is the
earlier of:

(i) the conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general meeting of the Company is
required by law 1o be held; and

{ili) the revocation or variation of this resolution by any ordinary resolution of the shareholders of
the Company in general meeting.”

6. To consider and, if thought fit, pass the following resolution as an Ordinary Resolution:
“THAT:

(@) subject to paragraph (b) below, the exercise by the Directors during the Relevant Period of all the
powers of the Company to repurchase shares of HK$1.00 each in the issued capital of the
Company in accordance with all applicable laws and the requirements of the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited as amended from time to time,
be and is hereby generally and unconditionally approved;

{b) the number of shares of the Company which may be repurchased by the Company pursuant to
the approval in paragraph (a) above shall not exceed ten per cent of the number of shares of the
Company in issue at the date of this resolution; and




(c). for the purpose of this resolution:

“Relevant Period” means the period from the passing of this resoiution until whichever is the
earlier of: =

(i:)‘ ihe conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general meeting of the Company is
required by law to be held; and

{iii}y the revocation or variation of this resolution by an ordinary resolution of the shareholders of
the Company in general meeting.”

To cbnsid‘er and, if thought fit, pass the following resolution as an Ordinary Resolution:

“THAT the general mandate granted to the Directors to allot, issue and deal with additional shares
pursuant to Resolution 5 set out in the notice convening this meeting be and is hereby extended by
the addition thereto of an amount representing the aggregate nominal amount of any share capital of
the Company repurchased by the Company under the authority granted pursuant to Resolution 6 set
out in the notice cdnvening this meeting, provided that such amount shall not exceed ten per cent of
the aggregate nominal amount of the existing issued share capital of the Company as at the date of
passihg the relevant resolution.”

By Order of the Board

Lillian Wong
Company Secretary
Hong Kong, 7th April. 2005

Notes:

{1)

@)

13)

{4)

{5)

{©)

At the Annual General Meeting, the Chairman of the Meeting will exercise his power under Article 80 of the Company’s
Articles of Association to put each of the above resolutions to the vote by way of a poll.

A member of the Company entitled to attend and vote at the Meeting is entitled to appoint not more than two proxies to
attend and .on a poll, vote for him. A proxy need not be a member. To be valid, all proxies must be deposited at the
registered qfﬁce of the Company, 44 Kennedy Road, Hong Kong, not later than 48 hours before the time for holding the
Meeting. : :

The register:of members will be closed from Thursday, 5th May 2005 to Thursday, 12th May 2005, both days inclusive. To
qualify for the dividend, all transfers accompanied by the relevant share certificates should be lodged with the Company’s
Registrars, Computershare Hong Kong Investor Services Limited, Rooms 1712-1716, 17th Fioor, Hopewell Centre, 183
Queen's F?ogd East, Hong Kong, not later than 4:00 p.m. on Wednesday, 4th May 2005.

Regarding Resolution 3 above, Mr. George C. Magnus, Mr. Canning Fok Kin-ning, Mr. Tso Kai-sum, Mr. Ronald J. Arculli,
Mrs. Susan M.F. Chow, Mr. Andrew Hunter, Mr. Kam Hing-lam, Mr. Holger Kiuge, Mr. Victor Li Tzar-kuoi and Mr. Ewan Yee
Lup-yuen will retire and, being eligible, offer themselves for re-election at the Meeting. For particulars of these Directors
required to be disc/oseo"by the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limjted
(“Listing Hu/és”), shareholders may refer to the circular mentioned in Note (6) below.

With referenbe to Resolution 5 above, the Directors wish to state that they have no immediate plans to issue any new
shares in. the Company.

With reference to Resolution 6 above, the Directors wish to state.that they will exercise the powers conferred thergby to
repurchase shares in circumstances which they deem appropriate for the benefit of the shareholders. The explanatory
statement containing the information relating to the repurchase of shares, as required by the Listing Rules, will be
despatched ito the members together with the 2004 annual report.
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document, makes no representation as to its accuracy or completeness and expressly

disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the
whole or any part of the contents of this document.
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GEORGE C. MAGNUS (Chairman) 44 Kennedy Road
CANNING FOK KIN-NING (Deputy Chairman) Hong Kong

TSO KAI-SUM (Group Managing Director)
RONALD JOSEPH ARCULLI
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EWAN YEE LUP-YUEN

* Independent Non-Executive Director

31st March 2005
To the Shareholders,
Dear Sir or Madam,

PROPOSED GENERAL MANDATES
TO ISSUE NEW SHARES AND TO REPURCHASE SHARES,
AND DIRECTORS PROPOSED TO BE RE-ELECTED

INTRODUCTION

The purpose of this circular is to provide you with information regarding the general
mandates to issue shares and to repurchase shares which are proposed to be granted to
the Directors, and the proposed re-election of the Directors who are due to retire. These
resolutions will be proposed at the Annual General Meeting of the Company convened for

12th May 2005.




SHARE BUYBACK AND SHARE ISSUE GENERAL MANDATES

On 13th May 2004 a general mandate was given to the Directors to exercise the
powers of the Company to repurchase shares of the Company. Such mandate will lapse at
the conclusion of the forthcoming Annual General Meeting of the Company. It is therefore
proposed to seek your approval of an ordinary resolution to be proposed at the Annual
General Meeting granting the Directors a general mandate to repurchase shares representing
not more than 10 per cent. of the share capital of the Company in issue at the date of
passing the resoiution (the “Buyback Mandate”). In accordance with the relevant rules set
out in the Rules Governing the Listing of Securities (the “Listing Rules”) on The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) regulating the repurchase by
companies of their own securities on the Stock Exchange, the Company is required to send
Shareholders an explanatory statement containing information reasonably necessary to enable
Shareholders to make an informed decision on whether to vote for or against the resolution
to approve the purchase by the Company of its own shares. This explanatory statement is
set out in Appendix | to this document.

Ordinary resolutions will also be proposed at the Annual General Meeting (i) to grant
the Directors a general mandate to issue and otherwise deal with shares up to a limit equal
to 20 per cent. of the issued shares of the Company at the date of passing of such
resolution and (ii) to approve the addition of repurchased shares (up to a maximum of 10 per
cent. of the issued shares of the Company at the date of passing of such resolution) to the
20 per cent. general mandate.

DIRECTORS PROPOSED TO BE RE-ELECTED

In accordance with article 116 of the Company’s articles of association, the Directors
retiring by rotation at the forthcoming Annual General Meeting are Mr. George C. Magnus,
Mr. Canning Fok Kin-ning, Mr. K.S. Tso, Mr. Ronald Arculli, Mrs. Susan M.F. Chow, Mr.
Andrew Hunter, Mr. Kam Hing-lam, Mr. Holger Kluge, Mr. Victor Li Tzar-kuoi and Mr. Ewan
Yee Lup-yuen, who, being eligible, offer themselves for re-election. The particulars of these
Directors which are required to be disclosed by the Listing Rules are set out in Appendix i
to this Document.

ANNUAL GENERAL MEETING

The resolutions to be proposed at the forthcoming Annual General Meeting are set
out in full in the notice of Annual General Meeting included in the Annual Report. Your right
to demand a poll on the resolutions at the Meeting is set out in Appendix Ill to this
Document. Whether or not you intend to be present at the Meeting, you are requested to
complete the form of proxy and return it to the registered office of the Company at the
address stated above in accordance with the instructions printed thereon not less than 48
hours before the time fixed for holding the Meeting. The Directors believe that the resolutions
set out in the notice of the Meeting are in the best interests of the Company and its
Shareholders as a whole and recommend you to vote in favour of such resolutions at the
Meeting.

Yours faithfully,
GEORGE C. MAGNUS
CHAIRMAN




APPENDIX [

The following is the Explaﬁatory Statement required to be sent to shareholders under the Listing
Rules and also constitutes the Memorandum required under section 49BA of the Companies Ordinance.

SHARE CAPITAL

As at 18th March 2005 (the latest practicable date prior to the printing of this document), the issued share
capital of the Company comprised 2,134,261,654 shares of HK$1 each {"Shares”).

Exercise in full of the Buyback Mandate, on the basis that no further Shares are issued prior to the date of
the Annual General Meeting, could accordingly result in up to 213,426,165 Shares being repurchased by the
Company during the course of the period ending on the earlier of the date of the Annual General Meeting in 2008,
and the date upon which such authority is revoked or varied.

REASONS FOR REPURCHASE

The Directors believe that it is in the best interests of the Company and its shareholders to seek a general
authority from shareholders to enable the Directors to purchase Shares of the Company in the market. Such
purchases may, depending on market conditions and funding arrangements at the time, lead to an enhancement
of the net assets and/or earnings per Share. The Directors are seeking a general mandate to repurchase Shares
to give the Company the flexibility to do so if and when appropriate. The number of Shares to be repurchased on
any occasion and the price and other terms upon which the same are repurchased will be decided by the
Directors at the relevant time having regard to the circumstances then prevailing.

FUNDING OF REPURCHASE

In repurchasing Shares, the Company may only apply funds legally available for such purpose in accordance
with its Memorandum and Articles of Association and the Companies Ordinance. It is envisaged that the funds
required for any repurchase would be derived from the distributable profits of the Company.

There could be material adverse impact on the working capital or gearing position of the Company (as
compared with the position disclosed in the audited consolidated accounts contained in the annual report for the
year ended 31st December 2004} in the event that the Buyback Mandate were to be exercised in full at any time
during the proposed repurchase period. However, the Directors do not propose to exercise the Buyback Mandate
to such extent as would, in the circumstances, have a material adverse effect on the working capital requirements
of the Company or the gearing levels which in the opinion of the Directors are from time to time appropriate for
the Company.

SHARE PRICES
The highest and lowest prices at which the Shares have traded on the Stock Exchange during each of the

previous twelve months before the printing of this document and during the period from 1st March 2005 to 18th
March 2005 (the latest practicable date prior to the printing of this document) were as follows:

Highest Lowest

HK$ HKS

March 2004 34.70 32.10
April 2004 34.80 33.40
May 2004 34.50 29.95
June 2004 34.50 32.10
July 2004 33.70 32.00
August 2004 34.90 33.10
September 2004 35.60 34.20
October 2004 35.10 33.90
November 2004 35.60 34.20
December 2004 35.80 34.70
January 2005 35.60 34.10
February 2005 35.70 34.30
1st March 2005 to 18th March 2005 35.70 34.50



DISCLOSURE OF INTERESTS

The Directors have given an undertaking to the Stock Exchange that, so far as the same may be applicable,
they will exercise the powers of the Company to make all repurchases pursuant to the Buyback Mandate in
accordance with the Listing Rules and the applicable laws of Hong Kong.

None of the Directors nor, to the best of their knowledge having made all reasonable enquiries, their
associates, have any present intention to sell any Shares to the Company if the Buyback Mandate is approved
and exercised. No other connected persons (as defined in the Listing Rules) have notified the Company that they
have a present intention to sell Shares to the Company, or have undertaken not to do so, in the event that the
Buyback Mandate is approved and exercised.

As at 18th March 2005 (the latest practicable date prior to the printing of this document), Cheung Kong
Infrastructure Holdings Ltd. (“CKI") and its subsidiary Hyford Ltd. held through certain subsidiaries of Hyford Ltd.
{(including Monitor Equities S.A. and Univest Equity S.A.) a total of 829,599,612 Shares, representing 38.87% of
the issued share capital of the Company. By virtue of their direct and/or indirect shareholdings in CKI, Hutchison
Whampoa Ltd. and its subsidiaries. Hutchison International Ltd. and Hutchison Infrastructure Holdings Ltd.,
Cheung Kong (Holdings) Limited, Li Ka-Shing Unity Trustee Company Limited as trustee of The Li Ka-Shing Unity
Trust, Li Ka-Shing Unity Trustee Corporation Limited as trustee of The Li Ka-Shing Unity Discretionary Trust, Li Ka-
Shing Unity Trustcorp Limited as trustee of another discretionary trust, Messrs. Li Ka-Shing and Victor Li Tzar-kuoi
(collectively the "Substantial Shareholders”) were each deemed to hold these same 829,599,612 Shares.

In the event that the Directors exercise in full the power to repurchase Shares which is proposed to be
granted pursuant to the Buyback Mandate, then (if the present shareholdings otherwise remained the same) the
shareholding of CKI in the Company would be increased to approximately 43.19% of the issued share capital of
the Company and similarly, so would the deemed shareholdings of each of the Substantial Shareholders be
increased. In the opinion of the Directors such increase may give rise to an obligation to make a mandatory offer
under Rule 26.1 of the Hong Kong Code on Takeovers and Mergers.

SHARE PURCHASE MADE BY THE COMPANY

The Company has not purchased any of its Shares (whether on the Stock Exchange or otherwise) in the
six months preceding the date of this document.




APPENDIX [l

The following are the details (as required by the Listing Rules) of the Directors who will retire by
rotation and, being eligible, offer themselves for re-election at the Annual General Meeting to be held
on 12th May 2005.

1. Mr. George C. Magnus, aged 69, has been an Executive Director of the Company since February 1985
and became Chairman in August 1993. He is also Chairman of The Hongkong Electric Company, Limited
("HEC"), a wholly owned subsidiary of the Company, and Director of certain subsidiaries of the Company.
Mr. Magnus holds a Master’s degree in Economics. He is Deputy Chairman of Cheung Kong (Holdings)
Limited (“Cheung Kong"), Executive Director of Hutchison Whampoa Limited {“Hutchison”), Deputy Chairman
of Cheung Kong Infrastructure Holdings Limited (“CKI"), Director of Hyford Limited and Hutchison
International Limited ("HIL"), all being substantial shareholders of the Company within the meaning of Part
XV of the Securities and Futures Ordinance (“SFO"). Cheung Kong, Hutchison and CKI are listed companies.
He also holds directorships in certain companies controlled by certain substantial shareholders of the
Company. Save as disclosed herein, he does not have any relationship with any other director, senior
management or substantial or controlling shareholders of the Company. Mr. Magnus does not have any
interests in the shares of the Company within the meaning of Part XV of the SFO. There is no service
contract between the Company and him. He is entitled to receive a Chairman’s salary (2004: HK$50,000)
and a Director’s fee (2004: HK$70,000). There are no other matters of significance concerning the Director
that need to be brought to the attention of shareholders.

2. Mr. Canning Fok Kin-ning, aged 53, has been an Executive Director of the Company since February
1985 and became Deputy Chairman in August 1993. He is also Deputy Chairman of HEC, a wholly owned
subsidiary of the Company. Mr. Fok holds a Bachelor of Arts degree and is a member of the Australian
Institute of Chartered Accountants. He is the Group Managing Director of Hutchison, the Deputy Chairman
of CKI and a Director of Cheung Kong and HIL, all being substantial shareholders of the Company within
the meaning of Part XV of the SFO, and holds directorships in certain companies controlled by certain
substantial shareholders of the Company. Save as disclosed herein, he does not have any relationship with
any other director, senior management or substantial or controlling shareholders of the Company. He is
also the Chairman of Hutchison Telecommunications International Limited, Hutchison Harbour Ring Limited,
Hutchison Telecommunications (Australia) Limited, Hutchison Global Communications Holdings Limited
and Partner Communications Company Ltd., and the Co-Chairman of Husky Energy Inc.. In addition, he is
a Non-executive Director of Hanny Holdings Limited and Panva Gas Holdings Limited. He was previously a
Non-executive Director of AcrossAsia Limited (resigned on 12th March 2002) and Wing On Travel (Holdings)
Limited (resigned on 30th December 2004). All companies named hereinabove menticned except HEC and
HIL are listed companies. Mr. Fok does not have any interests in the shares of the Company within the
meaning of Part XV of the SFO. There is no service contract between the Company and him. He is entitied
to receive a Director's fee (2004: HK$70,000). There are no other matters of significance concerning the
Director that need to be brought to the attention of shareholders.

3. Mr. Tso Kai-sum, aged 73, has been an Executive Director of the Company since February 1985 and
became Group Managing Director in January 1897. He is also Director of most of the subsidiaries of the
Company, including HEC. Mr. Tso worked with the Hongkong Electric Group from 1866 to 1981, holding
positions of Chief Project Engineer HEC and Executive Director of Associated Technical Services Limited.
He has extensive experience in the power industry and property development. He holds a Bachelor of
Science degree in Engineering and is also a Chartered Engineer. Mr. Tso is an Executive Director of CKl, a
listed company and a substantial and controlling shareholder of the Company. Save as disclosed herein,
he does not have any relationship with any other director, senior management or substantial or controlling
shareholders of the Company. Mr. Tso was previously a Non-executive Director of CNOOC Limited, a listed
company (resigned on 30th October 2002). Mr. Tso does not have any interests in the shares of the
Company within the meaning of Part XV of the SFO. The annual remuneration package for Mr. Tso for the
year 2004 under his service contract with the Company amounted to approximately HK$13.28 million. The
emoluments were determined with reference to the Company’s performance and profitability, as well as
remuneration benchmark in the industry and the prevailing market conditions. There are no other matters
of significance concerning the Director that need to be brought o the attention of shareholders.
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Mr. Ronald Joseph Arculli, aged 66, was appointed Independent Non-executive Director in March 1997,
and has been re-designated as Non-executive Director since September 2004. He is also Director of HEC,
a wholly owned subsidiary of the Company. Mr. Arculli is a practising solicitor and has served on the
Legislative Council from 1988 to 2000. He has a distinguished record of public service on numerous
government committees and advisory bodies. Mr. Arculli is an Independent Non-executive Director of
Hang Lung Properties Limited, HKR International Limited, SCMP Group Limited, Sino Hotels (Holdings)
Limited, Sino Land Company Limited and Tsim Sha Tsui Properties Limited, and a Non-executive Director
of Hutchison Harbour Ring Limited, all being listed companies. He does not have any relationship with any
other director, senior management or substantial or controlling shareholders of the Company. Mr. Arculli
has a controlling interest in a company which holds 2,011 shares in the Company. There is no service
contract between the Company and him. He is entitled to receive a Director's fee (2004: HK$70,000) and
a further fee for serving as member of the Audit Committee (2004: HK$50,000). There are no other
matters of significance concerning the Director that need to be brought to the attention of shareholders.

Mrs. Susan Chow Woo Mo Fong, aged 51, has been a Non-executive Director of the Company since
January 1996. She is also Director of HEC and Hongkong Electric Fund Management Limited, both being
wholly owned subsidiaries of the Company. Mrs. Chow is a solicitor of the High Court of the Hong Kong
Special Administrative Region and the Supreme Court of England and Wales. She holds a Bachelor’s
degree in Business Administration. Mrs. Chow is the Deputy Group Managing Director of Hutchison, an
Executive Director of CKI, a Director of HIL, Hutchison Infrastructure Holdings Limited, Interman Development
Inc., Monitor Equities S.A., Univest Equity S.A. and Venniton Development Inc., all being substantial
shareholders of the Company within the meaning of Part XV of the SFO. Hutchison and CKI are listed
companies. She also holds directorships in certain companies controlled by certain substantial shareholders
of the Company. Save as disclosed herein, she does not have any relationship with any other director,
senior management or substantial or controlling shareholders of the Company. In addition, she is also an
Executive Director of Hutchison Harbour Ring Limited and Hutchison Global Communications Holdings
Limited, and a Director of Hutchison Telecommunications international Limited, Partner Communications
Company Ltd and TOM Group Limited, all being listed companies. Mrs. Chow dogs not have any interests
in the shares of the Company within the meaning of Part XV of the SFO. There is no service contract
between the Company and her. She is entitled to a Director's fee (2004: HK$70,000). There are no other
matters of significance concerning the Director that need to be brought to the attention of shareholders.

Mr. Andrew John Hunter, aged 46, has been Group Finance Director of the Company since January
1998. He is also Director of most of the subsidiaries of the Company, including HEC. Pricr to joining the
Hongkong Electric Group, Mr. Hunter was Finance Director of the Hutchison Property Group. He holds
Master of Arts and Master of Business Administration degrees and is a member of the institute of
Chartered Accountants of Scotland. Mr. Hunter does not have any relationship with any other director,
senior management or substantial or controlling shareholders of the Company. He dces not have any
interests in the shares of the Company within the meaning of Part XV of the SFO. The annual remuneration
package for Mr. Hunter for the year 2004 under his service contract with the Company amounted to
approximately HK$7.93 million. The emoluments were determined with reference to the Company’s
performance and profitability, as well as remuneration benchmark in the industry and the prevailing market
conditions. There are no other matters of significance concerning the Director that need to be brought to
the attention of shareholders.

Mr. Kam Hing-lam, aged 58, has been an Executive Director of the Company since May 1993. He is also
Director of HEC, a wholly owned subsidiary of the Company. He holds a Bachelor of Science degree in
Engineering and a Master's degree in Business Administration. Mr. Kam is President and CEO of CK Life
Sciences Int'l., (Holdings) Inc. (“CK Life”). He is also an Executive Director of Hutchison, the Deputy
Managing Director of Cheung Kong, the Group Managing Director of CKI and a Director of Hyford Limited,
Interman Development Inc., Monitor Equities S.A., Univest Equity S.A., Venniton Development Inc. and
HIL, all being substantial shareholders of the Company within the meaning of Part XV of the SFO. CK Life,
Hutchison, Cheung Keng and CKI are listed companies. He also holds directorships in certain companies
controlled by certain substantial shareholders of the Company. He is an uncle of Mr. Victor Li Tzar-kuoi, an
Executive Director of the Company. Save as disclosed herein, he does not have any relationship with any
other director, senior management or substantial or controlling shareholders of the Company. Mr. Kam
does not have any interests in the shares of the Company within the meaning of Part XV of the SFO. There
is no service contract between the Company and him. He is entitled to a Director’s fee (2004: HK$70,000).
There are no other matters of significance concerning the Director that need to be brought to the attention
of shareholders.

— B —




10.

Mr. Holger Kluge, aged 63, has been an Independent Non-executive Director of the Company since
August 1899, He is also Director of HEC, a wholly owned subsidiary of the Company. Mr. Kluge holds a
Bachelor of Commerce degree and a Master's degree in Business Administration. Mr. Kiuge was formerly
President of Personal and Commercial Bank, CIBC, one of the largest financial services institutions in
North America. Mr. Kluge is an Independent Non-executive Director of Hutchison, a substantial shareholder
of the Company within the meaning of Part XV of the SFO. Save as disclosed herein, he does not have any
relationship with any other director, senior management or substantial or controlling shareholders of the
Company. He is also a Director of Hutchison Telecommunications (Australia) Limited, TOM Group Limited,
Husky Energy Inc. and Loring Ward International Inc.. He was previously a Director of 724 Solutions Inc.
(resigned on 10th July 2002), Polyphalt Inc. (resigned on 18th September 2002) and Assante Corporation
{resigned on 14th November 2003). All the companies hereinabove mentioned except HEC are listed
companies. Mr. Kluge does not have any interests in the shares of the Company within the meaning of
Part XV of the SFO. There is no service contract between the Company and him. He is entitied to receive a
Director’s fee (2004: HK$70,000) and a further fee for serving as member of the Audit Committee (30/9/
2004 to 31/12/2004. HK$12,740). There are no other matters of significance concerning the Director that
need to be brought to the attention of shareholders.

Mr. Victor Li Tzar-kuoi, aged 40, has been an Executive Director of the Company since May 1994, He is
also Director of HEC, a wholly owned subsidiary of the Company. Mr. Li holds a Bachelor of Science
degree in Civil Engineering and a Master of Science degree in Structural Engineering. He serves as a
member of the Standing Committee of the 10th National Committee of the Chinese People’s Political
Consultative Conference. He is also a member of the Commission on Strategic Development and the
Economic and Employment Council of the Hong Kong Special Administrative Region. Mr. Li is the Managing
Director and Deputy Chairman of Cheung Kong, Chairman of CKI, Deputy Chairman of Hutchison, Chairman
of CK Life Sciences Int’l., (Holdings) Inc., Co-Chairman of Husky Energy Inc., all being listed companies,
and Director of The Hongkong and Shanghai Banking Corporation Limited. He is a nephew of Mr. Kam
Hing-lam, an Executive Director of the Company. Mr. Li acts as a Director of the substantial shareholders
of the Company within the meaning of Part XV of the SFO, namely Cheung Kong, Hutchison, CKI, Hyford
Limited and HIL. He also holds directorships in certain companies controlled by certain substantial
shareholders of the Company. Save as disclosed herein, Mr. Li does not have any relationship with any
other director, senior management or substantial or controlling shareholders of the Company. He was
previously an Independent Non-executive Director of Hopewell Holdings Limited, a listed company (resigned
on 17th October 2002). Mr. Li is deemed under Part XV of the SFO to be interested in 850,765,104 shares
of the Company in long position and 1 share of the Company in short position. There is no service
contract between the Company and him. He is entitled to a Director’s fee (2004: HK$70,000). There are
no other matters of significance concerning the Director that need to be brought to the attention of
shareholders.

Mr. Ewan Yee Lup-yuen, aged 66, joined the Hongkong Electric Group in 1967 and appeinted to the
Board in January 1982. He was Managing Director of the Company from 1987 to 1996. He is also Director
of HEC, Associated Technical Services Limited and Hongkong Electric Fund Management Limited, all
being wholly owned subsidiaries of the Company. Mr. Yee is a Fellow of the Institute of Electrical Engineers
in the United Kingdom and a Chartered Engineer. He does not have any relationship with any other
director, senicr management or substantial or controlling sharehclders of the Company. Mr. Yee does not
have any interest in the shares of the Company within the meaning of Part XV of the SFO. There is no
service contract between the Company and him. He is entitied to a Director’s fee (2004: HK$70,000).
There are no other matters of significance concerning the Director that need to be brought to the attention
of shareholders.




APPENDIX 1ll

Article 80 of the Company’s Articles of Association sets out the procedure by which shareholders
may demand a poli:

At any General Meeting a Resclution put to the vote of the meeting shall be decided on a show of hands
unless a poll is (before or on the declaration of the result of the show of hands) demanded:; —

(a) by the Chairman; or
te}} by at least five members present in person or by proxy; or
(©) by any member or members present in person or by proxy and repraesenting not less than one-

tenth of the total voting rights of all the members having the right to vote at the meeting; or

(d) by a member or members holding shares in the Company conferring a right to vote at the meeting
being shares on which an aggregate sum has been paid up equal to not less than one-tenth of the
total sum paid up on all the shares conferring that right.

Unless a poll be so demanded, a declaration by the Chairman that a Resolution has on a show of hands
been carried or carried unanimously, or by a particular majority, or lost, and an entry to that effect in the book
containing the minutes of the proceedings of the Company shall be conclusive evidence of the fact without proof
of the number or proportion of the votes recorded in favour or against such Resolution,
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MEMESE  SREEEREIEZNZERBHYEAME R - Mr. KlugeZF & Hutchison Telecommunications
(Australia) Limited + TOMZE H H R A & - # 3 F 88 2 & X Loring Ward International Inc.# & - Mr., Kluge
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Hongkong Electric Foldings Ltd.

(Incorporated in Hong Kong with limited liability)
{Stock code: 006)

Proxy Form-for Annual General Meeting

We

of

being the registered holder(s) of @ shares of HK$1.00 each in Hongkong Electric Holdings Limited
FHEELBA RN T hereby appoint @ the Chairman of the Meeting or

of

as my/our proxy to attend and vote for me/us and on my/our behalf at the Annual General Meeting of the Company to be held on
Thursday, 12th May 2005 at 12:00 noon and at every adjournment thereof on the undermentioned resolutions as indicated:

For®@ Against @
1. | To receive the Statement of Accounts and the Reports of the Directors and Auditors for
the year ended 31st December 2004.
To declare a final dividend.
i. To elect Mr. George C. Magnus as a Director.
ii. To elect Mr. Canning Fok Kin-ning as a Director.
ii. To elect Mr. Tso Kai-sum as a Director.
iv. To elect Mr. Ronald J. Arculli as a Director.
v. To elect Mrs. Susan M.F. Chow as a Director.
vi. To elect Mr. Andrew Hunter as a Director.
vii. To elect Mr. Kam Hing-lam as a Director.
viil. To elect Mr. Holger Kluge as a Director.
ix. To elect Mr. Victor Li Tzar-kuoi as a Director.
x. To elect Mr. Ewan Yee Lup-yuen as a Director.
4. | To re-appoint KPMG as Auditors of the Company and to authorise the Directors to fix their
remuneration.
5. | To pass Resolution 5 of the AGM Notice — to give a general mandate to the Directors to
issue additional shares not exceeding 20% of the issued share capital of the Company.
6. | To pass Resclution 6 of the AGM Notice - to give a general mandate to the Directors to
repurchase shares not exceeding 10% of the issued share capital of the Company.
7. | To pass Resolution 7 of the AGM Notice - to add the number of shares repurchased to the
general mandate given to the Directors to issue additional shares. L
Datedthis _____dayof —___ 2005.
Signature(s) ®
Notes:
(1) Full name(s) and address(es) to be inserted in BLOCK CAPITALS.
(2) Please insert the number of shares of HK$1.00 each registered in your name(s). If no number is inserted, this form of proxy will be
deemed to relate to all the shares of the Company registered in your name(s).
3) If any proxy other than that named is preferred, strike out the name herein inserted and insert the name and address of the proxy
desired in the space provided. Any alteration made to this form of proxy must be initialled by the person who signs it.
(4) IMPQRTANT: If you wish to vote for a resolution in the Notice of Meeting please place a “tick” in the relevant box under “For”. If you

wish to vote against a resolution in the Notice of Meeting, please place a “tick” in the ralevant box under “Against”. In the event that
neither the box under “For” nor that under “Against” is completed, the proxy will be entitled to vote at his discretion.

5) This form of proxy must be signed by you or your attorney duly authorised in writing or in the case of a corporation, must be either
under seal or under the hand of an officer or attorney duly authorised in that behalf.
(8) in order to be valid, this form, togetner with the power of attorney or other authority {if any) under which it is signed {or a notarially

certified copy of such power or authority) must be lodged at the registered office of the Company, 44 Kennedy Road, Hong Kong not
less than 48 hours before the time appointed for holding the meeting.

(7). In the case of joint holders of any share, any one of such persons may vote, either personally or by proxy in respect of such share,
provided that if more than one of such joint holders be present at the Meeting personally or by proxy, the person whose name stands
first in the register shall alone be entitled to vote in respect thereof.

(8) The proxy need not be a member of the Company but must attend the Meeting in person to represent you.
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